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MERCHANT MARINE LEGISLATION 
(S. 3919) 





TUESDAY, JUNE 17, 1958 


Untrep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForeIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to notice, at 2:30 p. m., the Hon. 
Warren G. Magnuson, chairman of the committee, presiding. 

The Cuarrman. The committee will come to order. 

We are going to suspend temporarily this Great Lakes matter for 
about 5 minutes so we can get a record on another bill, S. 3919. 

Mr. Ewenrs. If the chairman please, we have had hearings on this 
bill in the House. I have furnished the clerk of the committee with a 
statement by the Chairman of the Maritime Administration, and by 
the witnesses for Moore-McCormack and the Grace Line, together 
with the Attorney General’s opinion. We have the witnesses here 
today to read their statements if the chairman so desires or we would 
be perfectly happy to have all the statements submitted for the record 
as though read. 

The Cuatrman. All right, we will place these statements in the 
record in that manner, as if they were read, and have them printed. 

Mr. Ewers. May the witnesses be excused ? 

The Cuairman,. Yes. I think the Committee understands the bill, 
anyway, and there is no opposition. 

Mr. Ewers. It is noncontroversial. It originated in an Executive 
message with the approval of the Budget Bureau, and so far as I 
know, there is no controversy. 

The CHarrMan. We will place in the record at this point, along 
with the statements and document above referred to, the request of 
the Secretary of Commerce, dated May 28, 1958, for introduction of 
the bill, together with his statement as to the purposes thereof; the 
reports of the Secretary of the Treasury and the Comptroller General, 
offering no objection to enactment, and letters from banking and mari- 
time interests supporting the proposed legislation. 

(Whereupon, the Committee proceeded to further business.) 

(The statements, etc., are as follows:) 


[S. 3919, 85th Cong., 2d sess.] 


A BILL To amend section 1105 (b) of title XI (Federal Ship Mortgage Insurance) of the 
Merchant Marine Act, 1936, as amended, to implement the pledge of faith clause 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 1105 (b) of the Merchant 
Marine Act, 1936, as amended (46 U. S. C. 1275 (b)), is amended by inserting 


i een er ttee members assigned to these hearings: August J. Bourbon and Albert B. 
uckey. 
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at the end thereof the following sentences: “If at any time the moneys in the 
Federal Ship Mortgage Insurance Fund authorized by section 1102 of this Act 
are not sufficient to pay any amount the Secretary of Commerce is required to 
pay by subsection (a) of this section, the Secretary of Commerce is authorized 
to issue to the Secretary of the Treasury notes or other obligations in such forms 
and denominations, bearing such maturities, and subject to such terms and condi- 
tions as may be prescribed by the Secretary of Commerce with the approval of 
the Secretary of the Treasury. Such notes or other obligations shall bear inter- 
est at a rate determined by the Secretary of the Treasury, taking into considera- 
tion the current average market yield on outstanding marketable obligations of the 
United States of comparable maturities during the month preceding the issuance 
of such notes or other obligations. The Secretary of the Treasury is authorized 
and directed to purchase any notes and other obligations to be issued hereunder 
and for such purpose he is authorized to use as a public debt transaction the 
proceeds from the sale of any securities issued under the Second Liberty Bond 
Act, as amended, and the purposes for which securities may be issued under such 
Act, as amended, are extended to include any purchases of such notes and 
obligations. The Secretary of the Treasury may at any time sell any of the 
notes or other obligations acquired by him under this section. All redemptions, 
purehases, and sales by the Secretary of the Treasury of such notes or other 
obligations shall be treated as public debt transactions of the United States. 
Funds borrowed under this section shall be deposited in the Federal Ship 
Mortgage Insurance Fund and redemptions of such notes and obligations shall 
be made by the Secretary of Commerce from such fund.” 


MERCHANT MARINE LEGISLATION 


THE SECRETARY OF COMMERCE, 
Washington, May 28, 1958. 
Hon. RicHarp M. Nrxon, 
The President of the Senate, 
United States Senate, 
Washington, D.C. 


Dear Mr. PRESIDENT: There are submitted herewith four copies of a draft 
bill to amend section 1105 (b) of title XI of the Merchant Marine Act, 1936, 
as amended, and an explanatory statement of the purpose and need for legisla- 
tion to implement the pledge of faith provision of that title. The bill would 
authorize the Secretary of Commerce to borrow funds from the Secretary of the 
Treasury when other funds available under title XI are insufficient to make 
the payments required under the Government guarantee in event of default 
under loans or mortgages insured by the United States under title XI. 

The purpose and provisions of the proposed legislation are set forth in detail 
in the attached explanatory statement. The need for this legislation is urgent. 
Prompt action is required in order to secure lower interest rates in connection 
with financing the merchant ship replacement program, particularly in the case 
of high cost passenger vessels, and also to lessen the contingent liability of the 
Government under the mortgage insurance program. The permanent mortgage 
financing must be arranged promptly in the case of four large passenger vessels 
which will be delivered within the next few months, in order that the interest 
costs be held as low as possible. 

The Bureau of the Budget has advised that there would be no objection to 
the submission of this proposed legislation to the Congress. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


A BILL To amend section 1105 (b) of title XI (Federal ship mortgage insurance) of the 
Merchant Marine Act, 1936, as amended, to implement the pledge of faith clause 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1105 (b) of the Merchant 
Marine Act, 1936, as amended (46 U. 8S. C. 1275 (b)), is amended by inserting 
at the end thereof the following sentences: “If at any time the moneys in the 
Federal Ship Mortgage Insurance Fund authorized by section 1102 of this Act 
are not sufficient to pay any amount the Secretary of Commerce is required to 
pay by subsection (a) of this section, the Secretary of Commerce is authorized 
to issue to the Secretary of the Treasury notes or other obligations in such forms 
and denominations, bearing such maturities, and subject to such terms and con- 
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ditions as may be prescribed by the Secretary of Commerce, with the approval 
of the Secretary of the Treasury. Such notes or other obligations shall bear 
interest at a rate determined by the Secretary of the Treasury, taking into 
consideration the current average market yield on outstanding marketable 
obligations of the United States of comparable maturities during the month 
preceding the issuance of such notes or other obligations. The Secretary of the 
Treasury is authorized and directed to purchase any notes and other obligations 
to be issued hereunder and for such purpose he is authorized to use as a public 
debt transaction the proceeds from the sale of any securities issued under the 
Second Liberty Bond Act, as amended, and the purposes for which securities 
may be issued under such Act, as amended, are extended to include any pur- 
chases of such notes and obligations. The Secretary of the Treasury may at 
any time sell any of the notes or other obligations acquired by him under this 
section. All redemptions, purchases, and sales by the Secretary of the Treasury 
of such notes or other obligations shall be treated as public debt transactions 
of the United States. Funds borrowed under this section shall be deposited in 
the Federal Ship Mortgage Insurance Fund and redemptions of scuh notes and 
obligations shall be made by the Secretary of Commerce from such Fund.” 


STATEMENT OF PURPOSE AND NEED FoR Birt To AMEND SeEcTION 1105 (b) OF 
TiTtte XI (FeperRAL SHrp MortTGace INSURANCE) OF THE MERCHANT MARINE 
Act, 1936, As AMENDED, To IMPLEMENT THE PLEDGE OF FAITH CLAUSE 


The Department of Commerce, Maritime Administration, is authorized to insure 
construction loans and mortgages on certain types of cargo and passenger- 
carrying vessels and other watercraft (title XI, Merchant Marine Act, 1936, as 
amended; 46 U. S. C. 1271 and ff.). Receipts representing premiums for in- 
surance and certain incidental fees are deposited in the Federal Ship Mortgage 
Insurance Fund (a revolving fund for the purpose of carrying out title XI) 
and, such deposits, together with such amounts as may be appropriated or other- 
wise made available, may be used for the redemption of any loans or mortgages 
in case of default (46 U. 8S. C. 1275). The outstanding balance of insured loans 
and mortgages at the end of the current year is expected to reach $225 million 
and insured ship loans and mortgages under the title will exceed $600 million 
by the end of 1959. 

Title XI (46 U. S. C. 1272) provides that— 

“(d) The faith of the United States is solemnly pledged to the payment of 
interest on and the unpaid balance of the principal amount of each mortgage 
and loan insured under this title.” 

Section 1105 of title XI (46 U. S. C. 1275) provides that in the case of a 
default in payment of principal and interest, the insured mortgagee may de- 
mand payment by the Secretary of Commerce of the unpaid principal and 
accrued interest. Upon offer of an assignment within 30 days from date of 
demand, the Secretary must promptly pay in cash the mortgagee the amount of 
the unpaid principal and unpaid interest to date of payment. 

There has been one default under an insured mortgage. Inasmuch as there 
were not sufficient available moneys in the fund promptly to pay upon demand 
the Government obligation under the title, the Congress in the Second Supple 
mental Appropriation Act, 1958 (Public Law 85-352, 85th Cong.), made $10 mil- 
lion from the vessel operations revolving fund of the Maritime Administration 
available for the purpose of meeting the obligations under title XI in respect of 
any default (46 U. S. C. 1241a). 

The Government guaranty under title XI guarantees payment of 100 percent 
of the principal and interest of construction loans and mortgages (which do not 
exceed 75 percent, and in some cases 87% percent of the actual cost of the ves- 
sel). Interest rates paid to the mortgagee by the mortgagor have been at rates 
not in excess of 5 percent (rates up to 6 percent are possible on the basis of 
certain findings). Under current policy, applicants for mortgage insurance gen- 
erally propose an interest rate of 5 percent per annum. Certain applicants for 
insured loans are seeking funds for a replacement program so large that funds 
accumulated in statutory reserve funds of the operators are insufficient to carry 
out entire programs, particularly when the companies are faced with require- 
ments for replacement of passenger vessels in the near future. The costs of new 
construction are so large and the total of interest payments are correspondingly 
so large that the item of interest becomes critical in progress of the ship replace- 
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ment programs. Two companies with passenger ships replacements specifically 
propose, as is permitted under title XI, making a loan to be underwritten as a 
public issue of bonds secured by a Government insured ship mortgage. Such a 
procedure was contemplated by the Congress under title XI, which was enacted 
to enable new ship construction to be financed through public investment rather 
than by direct Government loans. Underwriters have assured the companies 
contemplating such issues, and the Maritime Administration, that the lowest 
interest rates (possibly as low as the 314 percent Government loan rate under 
the Merchant Marine Act, 1936) can be secured in case of public issue, if the 
underwriters can point to the 100 percent Government insurance of the mortgage 
security which is made immediately effective by having on hand or making 
available to the Maritime Administration the necessary funds to pay up accrued 
unpaid interest and unpaid principal of a defaulted insured mortgage. Thus 
implemented, the pledge above recited would serve its ultimate purpose—that of 
facilitating private investment under Government guaranty, so that interest 
rates should be very little above that carried by long-term Government bonds. 
Such a saving in interest cost would be beneficial both to the United States Gov- 
ernment as well as the shipping companies. Reduction of costs of financing 
construction will be reflected in greater subsidy recapture. All operating- 
differential subsidy contracts contain recapture provision, whereby the United 
States shares equally with the subsidized operator all profits arising from 
subsidized operations in excess of 10 percent of capital necessarily employed in 
the operations. The decrease in the rate of interest would also lessen the con- 
tingent liability of the Government for accrued unpaid interest in the case of a 
default. 

It would be very difficult to establish the amount of the necessray reserve to 
meet possibilities of defaults. Moreover, to establish and maintain a cash re- 
serve would mean that the reserve funds would lie idle for indefinite periods 
of time at Government expense. It is proposed, therefore, that authority be 
vested in the Secretary of Commerce to borrow from the Secretary of the Treas- 
ury sufficient moneys to make the required payments in the event of any 
default. Under this plan the Secretary of the Treasury would loan the Secretary 
of Commerce the needed funds as a public debt transaction. The loans would 
be subject to such terms and conditions as may be prescribed by the Secretary of 
Commerce with the approval of the Secretary of the Treasury. The notes or 
other obligations would bear interest at a rate determined by the Secretary of 
the Treasury, taking into consideration the current average market yield on 
outstanding marketable obligations of the United States of comparable ma- 
turities during the month preceding the issuance of such notes or other obli- 
gations. Any such loan with interest thereon would be repaid from the Federal 
Ship Mortgage Insurance Fund, which is maintained with premiums paid for 
insurance, incidental fees, receipts from disposition of assets acquired under 
title XI, and any necessary additional appropriations. 

There is submitted herewith a bill to accomplish this proposal. 

The Department urges prompt consideration of this bill. Four large pas- 
Senger vessels will be delivered in the next few months and the arrangements 
for the insurance of the mortgages on these vessels and the public issuance of 
securities based thereon must be promptly made in advance of the delivery of 
the vessels. Otherwise, the advantage of general public participation and the 
reduced interest costs will be lost to the disadvantage of the owners of the 
new vessels and the United States Government as insurer of the mortgages. 
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OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, June 6, 1958. 


Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


My Dear Mr. CHAIRMAN: Reference is made to your request for the views 
of this Department on 8S. 3919, to amend section 1105 (b) of title XI (Federal 
Ship Mortgage Insurance) of the Merchant Marine Act, 1936, as amended, to 
implement the pledge of faith clause. 
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The proposed legislation would amend section 1105 (b) of the Merchant 
Marine Act, 1936, to authorize the Secretary of Commerce to borrow funds 
from the Secretary of the Treasury to make payments on ship mortgage in- 
surance claims if moneys in the Federal Ship Mortgage Insurance Fund are 
insufficient to make such payments. 

The Department would have no objection to the proposed legislation. 

The Department has been advised by the Bureau of the Budget that there 
is no objection to the submission of this report to your committee. 

Very truly yours, 
JULIAN B. Batrp, 
Acting Secretary of the Treasury. 


DEPARTMENT OF THE NAVY, 
Washington, D. C., July 24, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: Your request for comment on §S. 3919, a bill to amend 
section 1105 (b) of title XI (Federal Ship Mortgage Insurance) of the Merchant 
Marine Act, 1936, as amended, to implement the pledge of faith clause has been 
assigned to this Department by the Secretary of Defense for the preparation of a 
report thereon expressing the views of the Department of Defense. 

The purpose of this bill is to authorize the Secretary of Commerce to issue to 
the Secretary of the Treasury notes or other obligations if at any time the moneys 
in the Federal ship mortgage insurance fund are not sufficient to pay any 
amount that the Secretary of Commerce is required to pay under section 1105 
(a) of the Merchant Marine Act, 1936. The bill provides further for the pur- 
chase, sale, and redemption of such notes or other obligations. 

As the subject matter of the bill is entirely within the purview of the Depart- 
ment of Commerce and the Department of the Treasury, the Department of the 
Navy on behalf of the Department of Defense defers to the views of those 
Departments. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report on S. 3919 to the 
Congress. 

Sincerely yours, 
JOHN S. McCatn, Jr., 
Captain, USN, Chief of Legislative Liaison 
(For the Secretary of the Navy). 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, June 10, 1958. 
B-115403. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

DeAR Mr. CHAIRMAN: Further reference is made to your letter of May 29, 1958, 
acknowledged on June 2, requesting the comments of the General Accounting 
Office concerning S. 3919, 85th Congress, 2d session, entitled “A bill to amend 
section 1105 (b) of title XI (Federal Ship Mortgage Insurance) of the Merchant 
Marine Act, 1936, as amended, to implement the pledge of faith clause.” 

Since it is apparent that the bill is intended to fulfill the Government’s obli- 
gations in the event of default and insufficiency of funds in the Federal Ship 
Mortgage Insurance Fund, we interpose no objection to its enactment. 

Sincerely yours, 


JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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STATEMENT BY CLARENCE G. Morse, MARITIME ADMINISTRATOR, ON BEHALF OF THE 
DEPARTMENT OF COMMERCE AND MARITIME ADMINISTRATION, ON S. 3919, To 
AMEND SEcTION 1105 (b) or TrrLe XI or THE MERCHANT MARINE ACT, 1936, AS 
AMENDED, To IMPLEMENT THE PLEDGE OF FAITH CLAUSE 


Gentlemen, the bill, 8. 3919 (to amend section 1105 (b) of title XI of the 
Merchant Marine Act, 1936, as amended, to implement the pledge of faith clause), 
is an introduction of proposed legislation submitted to the Congress by the De- 
partment of Commerce, Maritime Administration, with the approval of the 
Bureau of the Budget, and referred to your committee. The draft legislation 
was worked out with the advice of the Department of the Treasury and is in 
accord with their suggestions. 

We appreciate very much your prompt consideration of the measure. The 
need for this legislation is urgent. Barly action is needed in order to secure 
lower interest rates in connection with financing the merchant ship replace- 
ment program, particularly in the case of high-cost passenger vessels now under 
construction, and which will be delivered within a very few months. 

The bill, in short, has for its purpose and intent the following: (1) to imple- 
ment and make effective the full objective of title XI, (2) to make title XI 
Government guaranteed ship mortgage bonds of interest to investors, big and 
small alike, and (3) to effect savings in interest, not only to the Government, 
but also to the shipbuilder. 

The Department of Commerce, Maritime Administration, is authorized to in- 
sure construction loans and mortgages on certain types of cargo- and passenger- 
carrying vessels and other watercraft (title XI, Merchant Marine Act, 1936, as 
amended; 46 U. S. C. 1271 and ff.). Receipts representing premiums for in- 
surance and certain incidental fees are deposited in the Federal Ship Mortgage 
Insurance Fund (a revolving fund for the purpose of carrying out title XI) and, 
such deposits, together with such amounts as may be appropriated or otherwise 
made available, may be used for the redemption of any loans or mortgages in 
ease of default (46 U. S. C. 1275). The outstanding balance of insured loans 
and mortgages at the end of the current year is expected to reach $225 million 
and it is estimated that insured ship loans and mortgages under the title will 
exceed $600 million by the end of 1959. 

Section 1103 of title XI (46 U.S. C. 1272) provides that: 

“(d) The faith of the United States is solemnly pledged to the payment of 
interest on and the unpaid balance of the principal amount of each mortgage and 
loan insured under this title.” 

Section 1105 of title XI (46 U. S. C. 1275) provides that, in the case of a 
default in payment of principal and interest, the insured mortgagee may demand 
payment by the Secretary of Commerce of the unpaid principal and accrued in- 
terest. Upon offer of an assignment within 30 days from date of demand, the 
Secretary must promptly pay in cash the mortgagee the amount of the unpaid 
principal and unpaid interest to date of payment. 

The Government guaranty under title XI guarantees payment of 100 percent 
of the principal and interest of construction loans and mortgages (which do not 
exceed 75 percent and in some cases 87% percent of the actual Cost of the vessel). 
Interest rates paid to the mortgagee by the mortgagor have been at rates not 
in excess of 5 percent (rates up to 6 percent are possible on the basis of certain 
findings). Under current practice, applicants for mortgage insurance generally 
propose an interest rate of 5 percent per annum. Certain applicants for insured 
loans are seeking funds for a replacement program so large that funds ac- 
cumulated in statutory reserve funds of the operators are insufficient to carry 
out entire programs, particularly when the companies are faced with require- 
ments for replacement of passenger vessels in the near future. The costs of new 
construction are so large and the total of interest payments are correspondingly 
so large that the item of interest becomes critical in progress of the ship re- 
placement programs. Two companies with passenger ship replacements specifi- 
cally propose, as is permitted under title XI, making a loan to be underwritten 
as a public issue of bonds secured by a Government insured ship mortgage. 
Such a procedure was contemplated by the Congress under title XI, which was 
enacted to enable new ship construction to be financed through public investment 
rather than by direct Government loans. Underwriters have assured the Mari- 
time Administration and the companies contemplating such issues that very 
low interest rates (possibly as low as the 3% percent Government loan rate 
under the Merchant Marine Act, 1986) can be secured. But such low rate for 
the public issue can be secured only if the underwriters can assure investors 
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that any default in the insured mortgage will at once be made good; that is, the 
necessary funds to pay up accrued unpaid principal and unpaid interest of a 
defaulted insured mortgage will be available without delay. Thus implemented, 
the pledge above recited would serve its ultimate purpose—that of facilitating 
investment by the small investor under Government guaranty, so that interest 
rates should be very little above that carried by long-term Government bonds. 
Such a saving in interest cost would be beneficial both to the United States Gov- 
ernment as well as the shipping companies. Reduction of costs of financing 
construction will be reflected in greater subsidy recapture. All operating- 
differential subsidy contracts contain recapture provision, whereby the United 
States shares equally with the subsidized operator all profits arising from sub- 
sidized operations in excess of 10 percent of capital necessarily employed in the 
operations. The decrease in the rate of interest would also lessen the con- 
tingent liability of the Government for accrued unpaid interest in the case of 
a default. Prompt payment results in interest savings to the Government after 
default. 

There has been one default under an insured mortgage. Inasmuch as there 
were not sufficient available moneys in the fund promptly to pay upon demand 
the Government obligations under the title, the Congress in the Second Supple- 
mental Appropriation Act, 1958 (Public Law 85-352, 85th Cong.), made not 
to exceed $10 million from the vessel operations revolving fund of the Maritime 
Administration available for the purpose of meeting the obligations under title 
XI in respect of any default (46 U. 8S. C. 1241a). This will be available until 
June 30, 1959, if the 1959 appropriation act passes in its present form. 

It would be very difficult to establish the amount of the necessary reserve 
to meet possibilities of defaults. It is proposed, therefore, that authority be 
vested in the Secretary of Commerce to borrow from the Secretary of the 
Treasury sufficient moneys to make the required payments in the event of any 
default. Under this plan, the Secretary of the Treasury would loan the Secre- 
tary of Commerce the.needed funds as a public debt transaction. The loans 
would be subject to such terms and conditions as may be prescribed by the 
Secretary of Commerce with the approval of the Secretary of the Treasury. The 
notes or other obligations would bear interest at a rate determined by the 
Secretary of the Treasury, taking into consideration the current average market 
yield on outstanding marketable obligations of the United States of comparable 
maturities during the month preceding the issuance of such notes or other obli- 
gations. Any such loan with interest thereon would be repaid from the Federal 
ship mortgage insurance fund, which is maintained with premiums paid for 
insurance, incidental fees, receipts from disposition of assets acquired under 
title XI, and any necessary additional appropriations. 

As I have said, the Bureau of the Budget has approved this bill, and we urge 
the earliest possible action thereon. 

Four large passenger vessels will be delivered in the next few months and 
the arrangements for the insurance of the mortgages on these vessels and the 
public issuance of securities based thereon must be promptly made in advance 
of the delivery of these vessels. Otherwise, the advantage of general public 
participation and the reduced interest costs will be lost to the disadvantage of 
the owners of the new vessels and the United States Government as insurer of 
the mortgages. 

Let me emphasize the great mutual advantage to the Government, the tax- 
payer. and to the merchant marine which is anticipated by this plan of public 
issue of steamship company securities. The Government and the taxpayer 
will not only secure the fullest advantages of the purpose of the Government 
guarantee of private financing, but the plan will attract the individual investor 
who has a few hundred or a few thousand dollars to invest with safety. Such 
an investor thereafter will feel he has a direct personal interest in the American 
merchant marine, its activities, and its place in the national economy. Attaia- 
ing private investment in the merchant marine has been a continuing problem. 
The value of broadened public interest in the American merchant marine can 
scarcely be overestimated. 


TESTIMONY OF T. B. WESTFALL, GRACE LINE Co., INc., RE S. 3919 (A Britt To 
AMEND TITLE XI OF THE MERCHANT MARINE Act oF 1936, AS AMENDED) 


My name is Ted B. Westfall. I am an executive vice president of Grace Line 
Inc., a subsidized American flag steamship operator with its main office in New 
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York City. I am here representing both Grace Line, Inc., and Moore-McCormack 
Lines, Inc. 

It will be recalled that title XI, which provides Government guaranties for 
ship mortgages, was adopted as an alternative for title V under which the 
Government built the ships and sold them for 25 percent down, remainder over 
20 years with interest at 3% percent, but with the assurance that if title XI 
financing did not prove practical it might be necessary to revert to title V. 

The first transactions under title XI were privately negotiated loans on 
which the interest rate ran as high as 5 percent plus, of course, the %4 percent 
charge for the insurance. 

The large replacement program of the contract operators under the Merchant 
Marine Act, which is now underway, has already been referred to by the Secre- 
tary of Commerce. This high interest cost on privately negotiated loans would 
make financing of the program much more onerous under title XI than under 
title V. Our two companies are leading the way with public financing—each 
with two large passenger vessels now hear completion, all four of which it is 
planned will be publicly financed under title XI during the next few months. 
The total cost to the operators of these ships is about $60 million. 

The first of Grace Line’s new vessels, the new Santa Rosa, was delivered to 
us by Newport News Shipbuilding & Drydock Co. on Thursday of last week. 
This vessel has a passenger-carrying capacity 50 percent greater than the 
vessel it is replacing and will be several knots faster in speed. The sister ship 
of the Santa Rosa as well as Moore-McCormack’s new Argentina and Brasil 
will be delivered later this year. 

As part of the program for financing the Grace Line replacement program, 
Grace Line plans to issue up to $18 million of title XI Government insured pre- 
ferred ship mortgage bonds to be sold publicly through a syndicate of under- 
writers headed by Merrill Lynch, Pierce, Fenner & Smith. It is likely that $9 
million of these bonds will be sold within 60 days and the balance before the 
end of the year. 

We believe that a great deal of benefit to the American merchant marine and 
the Maritime Administration itself can come from a successful public issue of 
these title XI ship mortgage bonds. It was with this in mind that we have 
been pursuing this plan for the past year with potential investors, rating agencies, 
and other members of the financial community. 

Our investment advisers in connection with these coming issues have indi- 
cated that there is no question, interest rates as they are today, that these 
bonds can be sold publicly at lower interest costs than was true of the title XI 
mortgages that were placed during 1957 and in the early part of this year. How- 
ever, they have advised us that in order to obtain the full benefits of the Govern- 
ment’s guaranty contemplated by section 1103 (d) of the act, the implementing 
legislation as contemplated in S. 3919 is absolutely essential. While it is true 
that the act pledges the faith of the United States to the payment of interest 
on and the unpaid balance of the principal amount of any mortgage loan insured 
under title XI of the act, the Carib Queen default has demonstrated the neces- 
sity for implementing legislation to enable the Secretary of Commerce to carry 
out the directive of Congress as stated in section 1105 (a) of the act wherein 
it is provided that ““* * * Within a period of 30 days from the date of any such 
demand, the Secretary of Commerce shall * * * promptly pay to the mortgagee 
the unpaid principal amount of said mortgage and unpaid interest thereon to 
the date of payment :”’. 

The initial appropriation to the insurance fund in the amount of $1 million 
plus insurance premiums accumulated to the date of the Carib Queen default 
was insufficient to carry out the intent of Congress. As a result several months 
elapsed before Congress was able to appropriate the necessary funds to take 
care of the Carib Queen default. This, in the opinion of members of the financial 
community with whom we have discussed our title XI financing plans, has to 
a considerable extent prejudiced the securities and raised a question of doubt in 
the minds of investors as to how promptly they might expect to be paid off in 
event of default. Pending the accumulation of an adequate insurance fund from 
the premiums that will be paid in ensuing years on insured mortgages, it is 
our opinion, supported by that of our financial advisers, that it is important 
that Congress implement the intent of Congress as expressed in title XI of 
the act by legislation such as that proposed in S. 3919. 

Estimates have been made that during the course of the period when the 
subsidized lines are replacing their vessels, as much as $1 billion may be bor- 
rowed and insured under title XI. If it is assumed that these bonds can be 
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offered on a basis which warrants acceptance on a basis relatively comparable 
to Government bonds, the successful public issuance of these bonds could make an 
overall difference of possibly as much as 1 percent in the interest rate involved. 
Thus it is obvious that based on a billion dollars of borrowing, repayable over 
a 20-year period, the savings in interests costs to the shipowners could be as much 
as $100 million. A major share of this saving will accrue to the Government 
through taxes and the recapture provision in the operating subsidy contracts 
of the subsidized shipping lines. 

In addition, since thig bill will serve to reduce the interest rate to be paid 
on these bonds by oursélves, as well as the other operators who will be issuing 
this type of bond over the next 10 to 15 years, then the monetary liability 
of the revolving fund will be that much less in the event of a default. 

While we in the industry fully recognize that the Government will without 
question fulfill its obligation as set forth in section 1103 (d), we strongly urge 
the enactment of S. 3919 to remove from the minds of the investing public any 
question or doubt that may exist as to the prompt and immediate fulfillment 
of the Government’s obligation in the event of default. It will be obvious to 
all that this bill in no way increases the existing obligations of the Government. 
To the contrary, it can save the Government interest expense on its obligation in 
the event of any defaults under title XI insured ship mortgages. 


CHEMICAL CoRN EXCHANGE BANK, 
New York, N. Y., June 6, 1958. 
GRACE LINE, INC., 
New York, N. Y. 

GENTLEMEN: You have advised me that hearings will shortly be held in 
Washington before the House Merchant Marine and Fisheries Committee on 
H. R. 12739. <As I understand it, this bill is designed to authorize the Secretary 
of Commerce, acting on behalf of the Maritime Administrator, to sell obliga- 
tions to the Secretary of the Treasury up to whatever amounts may be neces- 
sary from time to time to cure any deficiencies which may exist in the so-called 
reserve fund provided for the payment of Government-insured ship loans and 
mortgages under title XI of the Merchant Marine Act of 1936 as amended. 

I cannot urge too strongly that such legislation be passed as promptly as 
possible. Of course, I do not think that anyone seriously questions the fact 
that all Government-insured ship loans and mortgages will not eventually be 
paid out in full in those cases where a default has taken place. I am sure we 
all have complete confidence that both Congress and the United States will ful- 
fill their obligations in full. As a matter of fact, we have already had tangible 
evidence of this fact in the recent Carib Queen case. 

However, it seems to me that something more than the assurance of an even- 
tual full “payout” at some indefinite future date is required if the rather ex- 
tensive construction programs of the American flag operators are to be financed 
in the future at reasonable rates of interest through the use of Government- 
guaranteed mortgages. Some definite legislative provision (similar to H. R. 
12739) should be made so that the Federal ship mortgage insurange fund can 
automatically be assured of having access to sufficient moneys to pay all interest 
and outstanding principal on any future defaulted title XI mortgages promptly 
when due at the conclusion of the “grace period” provided in existing statutes. 

As you are no doubt aware, several of our leading American operators are 
currently considering title XI financing within the next 6 months—and serious 
attention is being given the possibility of making public offerings of at least 
some of these issues. This, of course, would be a development which could not 
help but be beneficial to the future of the entire American merchant marine 
and represents a goal many of us have had in mind ever since the 100 percent 
Government insurance provision became law. 

However, in order to obtain the lowest rate of interest on title XI loans— 
whether placed privately or offered publicly—it is absolutely essential not only 
that the prospective lenders be assured that they will eventually receive pay- 
ment in full on any defaulted bonds without any loss, but that they also be 
assured through adequate congressional action that sufficient cash will always 
be available to meet any default promptly and in full as now provided in the 
statute, without having to depend on possible supplementary actions by Con- 
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gress. Otherwise, the undoubted appeal of title XI bonds and loans will be ma- 
terially reduced, with resulting increased borrowing costs. 
Very truly yours, 
GEOFFREY V. Azoy. 





City BANK FARMERS Trust Co., 
New York, N. Y., June 6, 1958. 
Mr. Lewis A. LAPHAM, 
President, Grace Line, Inc., e 
New York, N.Y. 


Dear Mr. LAPHAM: We understand that you are interested in our reaction, as 
trustee for funds which invest heavily in long-term debt-type securities, to the 
proposed amendment to title XI, known as H. R. 12739. We are familiar with 
this proposed amendment and understand that it is designed to authorize the 
Secretary of Commerce to borrow funds from the Secretary of the Treasury 
when other funds available under title XI are insufficient to make the payments 
required under the Government insurance in the event of a default under loans 
or mortgages insured by the United States under title XI. Apparently the 
purpose of this amendment is to prevent delays in payments to lenders of the 
type encountered in the recent Carib Queen situation. 

It is our feeling that the proposed amendment would greatly improve the 
possibility of, and in fact is virtually essential to, gaining wide acceptance for 
long-term financing of the kind contemplated in title XI. Inasmuch as long- 
term investors will be relying very heavily upon the Government insurance, any 
technicalities or delays which might be encountered in attempts to obtain pay- 
ments under the Government insurance are obviously unattractive. The pres- 
ent provisions in title XI, as evidenced in the Carib Queen situation, do not as- 
sure the investor against troublesome and costly delays, and accordingly impair 
wide distribution of debt-type long-term issues based largely on the insurance. 
We believe that the proposed amendment would eliminate this crucial area of 
reservations on the part of long-term investors and thus would do much to make 
bonds or notes issued in this context more readily marketable at the lowest pos- 
sible cost to borrowers. Furthermore, the acceptability of bonds or notes for 
permanent financing has a related bearing on the short term or construction 
financing in that such financing is more easily accomplished when the long-term 
financing is in good order. 

In summary therefore, we would offer the comment that this amendment 
would be very constructive in the overall planning for the financing of the fleet- 
replacement program for the merchant-marine industry. Furthermore, specifi- 
eally commenting on our role as a long-term institutional investor, we feel that 
this amendment would enhance the attractiveness of long-term loans or mort- 
gages issued under the program. 

Very truly yours, 
JOSEPH E. Morris, 
Executive Vice President. 


THe First NATIONAL City BANK OF NEW YORK, 
New York, N. Y., June 6, 1958. 
Mr. Lewis A. LAPHAM, 
President, Grace Line, Inc., 
New York, N.Y. 

DeAaR Mr. LAPHAM: As one of the banks which may be called upon to supply 
a portion of the funds you and many other subsidized steamship lines will re- 
quire to finance your coming fleet-replacement program, we have a vital interest 
in the proposed amendment to the Merchant Marine Act of 1936 (known as 
H. R. 12739). We are familiar with this proposed amendment to title XI 
which would authorize the Secretary of Commerce to borrow funds from the 
Secretary of the Treasury when other funds available under title XI are insuffi- 
cient to make the payments required under the Government guaranty, thereby 
preventing the awkward delay in payment experienced by lenders in the recent 
Carib Queen situation. 

We are a commercial bank whose primary function would be to provide short- 
term financing to the subsidized shipping companies during the construction 
period of the replacement vessels. Therefore, the market acceptability of the 
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bonds which would permanently finance these vessels is especially important to 
us since it is from the proceeds of such permanent financing that our short-term 
loans would be repaid. If we could be reasonably certain that this permanent 
financing will be readily obtainable from the investment market under title XI 
upon the completion of the vessels, we would consider such short-term financing 
without Government insurance for certain selected companies such as yours. 
We believe that the proposed bill would have the desirable effect of increasing 
the marketability of the Government-insured long-term bonds. 

Uninsured bank financing during the construction period would, of course, 
reduce the administrative and financing costs of interim borrowings and would 
maximize the borrowing company’s financial flexibility. 

In view of the above, we would like to see the enactment into law of H. R. 
12739. 

Sincerely yours, 
T. Cart WEDEL, Vice President. 


BANKERS Trust Co., 
New York, N. Y., June 11, 1958. 
Mr. Lewis A. LAPHAM, 
President, Grace Line, Inc., 
New York, N. Y. 

DeEAR Mr. LAPHAM: We note with interest that hearings are being held on 
H. R. 12739 and S. 3919 covering changes in title XI of the Merchant Marine 
Act, 1936, to provide in effect that if, at the time the Secretary of Commerce is 
required to make payments of unpaid principal and interest, the moneys in the 
Federal ship mortgage insurance fund are not sufficient to make such payment, 
the Secretary of Commerce is authorized to obtain such funds promptly by is- 
suing to the Secretary of the Treasury notes or other obligations without having 
to await future appropriations. 

As you know, our pension trust division administers funds having a substan- 
tial aggregate value. To date insured ship mortgages have not been a satis- 
factory outlet for these accounts, a major obstacle having been the problems 
presented by the uncertainty as to the availability of funds at the time when as- 
signments and payments are required to be made under the provisions of title 
XI. While there are certain other considerations involved in determining the 
acceptability of insured ship mortgages as investments for our pension trust 
division, we believe that passage of the proposed legislation would represent 
a significant advance in making investments in such insured mortgages more 
attractive to investors generally. 

Very truly yours, 
Brian P. Lees, Senior Vice President. 


OFFICE OF THE ATTORNEY GENERAL, 
Washington, D. C., May 20, 1958. 
The Honorable the SECRETARY OF COMMERCE. 

My Dear Mr. Secretary: This is in response to Acting Secretary Rothschild’s 
letter of April 7, 1958, requesting my opinion upon a number of questions re- 
lating to ship mortgage and loan insurance under title XI of the Merchant Ma- 
rine Act, 1936, as amended (68 Stat. 1267; 70 Stat. 1087; 46 U. S. C. 1271 et 
seq.). 

Title XI is a measure to encourage the private financing of merchant vessel 
construction. It provides authority for the United States, acting through the 
Secretary of Commerce, to insure the interest on and the unpaid balance of the 
principal of privately issued mortgages and loans made to finance the construc- 
tion, reconstruction, reconditioning, or, in certain cases, the purchase of ves- 
sels. Subsections (a) and (b) of section 1104 of the act (46 U. 8S. C. 1274) set 
forth the types of mortgages and loans which may be insured, impose limitations 
on the percentage of a loan or mortgage which may be insured, prescribe the 
range of interest to be charged and maturity dates, and detail other matters 
relating to the conditions under which insurance may be issued. 

Section 1109 authorizes that there “be appropriated the sum of $1 million 
and such further sums as may be necessary to carry out the provisions of this 
title’ (46 U. S. C. 1279), and section 1102 creates a Federal ship mortgage in- 
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surance fund to be used by the Secretary of Commerce as a revolving fund for 
the purpose of carrying out the provisions of title XI (46 U. S. C. 1272). The 
section also provides that there shall be allocated to the fund “the sum of $1 
million out of funds made available to the Secretary of Commerce under the ap- 
propriation authorized by section 1109.” Moneys in the fund are to be deposited 
in the Treasury “to the credit of the fund or invested in bonds or other obliga- 
tions of, or guaranteed as to principal and interest by, the United States.” Sub- 
section (d) of section 1104 authorizes the Secretary to fix premium charges 
for the insurance of mortgages and loans, and subsection (e) authorizes him 
to make certain service charges relating to investigations of applications for in- 
surance and the like. Subsection (f) provides that all moneys received under 
title XI shall be deposited in the fund (46 U. S. ©. 1274). 

Subsections (a) and (b) of section 1103 (46 U. S. C. 1273) authorize the Sec- 
retary of Commerce “to insure as hereinafter provided the interest on and the 
unpaid balance of the principal of, any’ mortgage or loan “which is eligible 
for insurance as hereinafter provided.” Subsection (e) limits the aggregate un- 
paid principal amount of mortgages and loans outstanding at any one time to 
$1 billion. 

Subsection (d) of section 1103 provides : 

“The faith of the United States is solemnly pledged to the payment of interest 
on and the unpaid balance of the principal amount of each mortgage and loan 
insured under this title.” 

And subsection (e) of section 1105 provides: 

“Any contract or commitment of insurance entered into by the Secretary of 
Commerce under the provisions of this title shall not be terminated, canceled, 
or otherwise revoked for any reason, except as provided in section 1105 of this 
title,* and shall be conclusive evidence that the mortgage or loan complies fully 
with the provisions of this title and of the approval of the principal amount, 
interest rate, and all other terms of the mortgage or loan and of the mortgagor 
or borrower and of the mortgagee or lender; and any contract or commitment 
of insurance so entered into shall be incontestable from the date as of which 
such contract or commitment is entered into, except for fraud, duress, or mutual 
mistake of fact” (46 U. S. C. 1275 (e)). 

The questions as to which my opinion has been requested are: 

“1. Are contracts of insurance of mortgages and loans by the United States, 
made in conformance with the provisions of title XI of the Merchant Marine 
Act, 1936, as amended, valid and binding upon the United States, and has the 
faith of the United States been solemnly pledged to the payment of interest on 
and the unpaid balance of the principal amount of mortgages and loans insured 
thereby in the same terms as its faith has been pledged to the payment of its 
interest-bearing obligations? 

“9. Is there any distinction between the statutory pledge of the ‘faith’ of the 
United States to the payment of interest on and unpaid balance of the principal 
amount of mortgages and loans insured pursuant to title XI and a pledge of the 
full faith and credit of the United States to such payment? 

“3. Does the necessity for affirmative congressional action to provide insurance 
funds lessen the statutory pledge?” 

I. The matters involved in the first question appear to be indistinguishable in 
principle from those considered in 41st Opinion of the Attorney General, No. 24, 
of May 15, 1953, and the answer to both parts of the question clearly must be in 
the affirmative. That opinion dealt with the obligation of the United States 
arising from contracts entered into between the Public Housing Administration 
and certain local housing agencies. In the contracts the Public Housing Admini- 
stration agreed to make annual contributions for the purpose of servicing bonds 
issued by the local housing agencies. Such contracts were authorized by the 
United States Housing Act of 1937, as amended (42 U. S. C. 1401, et seq.). The 
opinion concluded that the authorizing act was constitutional and that each 
such contract created “a valid and binding obligation of the United States.” 
The opinion also noted that section 10 (e) of the act (42 U. S. C. 1410 (e) ) pledges 
“the faith of the United States” to payment of annual contributions in language 
identical with the pledge of faith contained in Revised Statutes, section 3693 
(31 U. S. C. 731) to payment of the interest-bearing obligations of the United 





1Subsee. (a) of sec. 1105 specifies the circumstances under which the Secretary of 
Commerce may terminate a contract of insurance upon the default of a mortgagor or 
borrower. 
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States, and stated it would be appropriate to conclude that Congress intended 
to place the two types of obligations on a similar footing. 

The aims of the Merchant Marine Act, 1936, as set forth in section 1 (46 U. S. C. 
1101), are to foster the merchant marine for the purposes of national defense 
and the development of the foreign and domestic commerce of the United States. 
Legislation such as title XI, designed to encourage the private financing of mer- 
chant vessels for such purposes, is, without doubt, within the powers conferred 
upon Congress by article I, section 8, of the Constitution, to regulate interstate 
and foreign commerce, to provide and maintain a Navy, and to make all laws 
necessary and proper for carrying the powers enumerated in the section into 
execution. 

It has been stated that “the right to make binding obligations is a competence 
attaching to sovereignty” Perry v. United States, 294 U. S. 330, 353). Authority 
to assume obligations is also implicit in the powers conferred upon Congress by 
article I, section 8, of the Constitution “to pay the Debts” and “borrow Money 
on the Credit of the United States” (37 Op. Atty. Gen. 241, 247 (1933) ; 41 Op. 
Atty. Gen., No. 24, supra). 

In addition, the “power to expend necessarily includes the power to assume 
contractual obligations to pay money, and contingent obligations are as much 
within the power as are absolute promises” (38 Op. Atty. Gen. 258, 272 (1935). 
And “Congress may create or use such agencies, * * * , as it may deem appro- 
priate to aid in carrying into execution any of the powers which the Constitu- 
tion confers upon Congress” (37 Op. Atty. Gen., supra, at 245; 41 Op. Atty. Gen., 
No. 24, supra). Thus Congress has the power to assume obligations on behalf 
of the United States and may delegate that power. 

In the instant case title XI of the Merchant Marine Act, 1936, as amended, 
has clearly delegated to the Secretary of Commerce authority to obligate the 
United States by contract. Section 1103 authorizes the Secretary of Commerce 
“to insure” loans and mortgages, and section 1105 (e) indicates that the obliga- 
tion incurred as a result of the issuance of such insurance shall be evidenced 
by a “contract or commitment of insurance entered into by the Secretary of 
Commerce.” That section also manifests an intention that the United States 
be bound by any contract or commitment of insurance entered into by the Sec- 
retary of Commerce pursuant to title XI, for it provides that such contracts or 
commitments shall be incontestable “except for fraud, duress, or mutual mis- 
take of fact” and “shall not be terminated, canceled, or otherwise revoked for 
any reason, except as provided in section 1105 * * *.” Such insurance contracts 
would be “legal obligations of the same dignity as other contracts of the United 
States and possess the same legal incidents” (Lynch v. United States, 292 U. 8. 
571, 576). It would, therefore, follow that contracts of insurance entered into 
in accordance with the title would establish a valid and binding obligation of 
the United States. 

Revised Statutes, section 3693 provides that: ‘The faith of the United States 
is solemnly pledged to the payment in coin or its equivalent * * * of all the 
interest-bearing obligations of the United States, except * * *.” 

The initial words of this provision, “The faith of the United States is solemnly 
pledged to the payment,” are identical with the initial words of section 1108 (d) 
of the Merchant Marine Act, 1936, as amended. It is, therefore, appropriate 
to conclude that Congress intended to place the obligations assumed by the United 
States under a contract of insurance pursuant to title XI on a parity with the 
obligation which it assumes with respect to its interest-bearing obligations. 
(See 41 Op. Atty. Gen., No. 24, supra.) 

II. It appears from the Acting Secretary’s letter of April 7, 1958, that the 
second question has been raised because in some instances State laws limit the 
investment of certain funds to obligations to the payment of which the “faith 
and credit” of the United States is pledged.?2. In the instant case only the “faith” 
of the United States is pledged to the payment of interest on and the unpaid 
balance of the principal of mortgages and loans insured under ttile XI. Ae- 
cordingly, the question arises whether any distinction exists between a pledge of 
the faith of the United States and a pledge of its credit. 

Obviously, the interpretation of State statutes of the type referred to is a 
matter for the State courts and officials involved, and I do not undertake to 


2An example of such a statute may be found in sec. 98 (3) of the State Finance Law 
of New York which authorizes the State comptroller to invest State funds in “Obligations 
ee payment of which the faith and credit of the United States or of this State are 
pledged.” 


| 
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express an opinion as to the meaning of any such statute. However, I do con- 
clude that the binding nature and validity of the obligation of the United States 
here involved would not be affected by the addition of any language expressly 
pledging the credit of the United States. Conversely, the omission of such lan- 
guage is similarly without effect. 

So far as I am aware, language pledging “the faith of the United States” to 
the payment of an obligation appears in only three statutes: Revised Statutes, 
section 3693, section 10 (e) of the United States Housing Act of 1937, as amended, 
and section 1103 (d) of the Merchant Marine Act, 1936, as amended. Although 
the phrase has not been judicially construed, its purpose—an intent to recognize 
an obligation of the United States—was clearly spelled out when it was first 
used by Congress. Revised Statutes, section 3693 was derived from the act of 
March 18, 1869 (16 Stat. 1), which, as enacted, read : 

“That in order to remove any doubt as to the purpose of the Government to 
discharge all just obligations to the public creditors, * * *, it is hereby provided 
and declared that the faith of the United States is solemnly pledged to the 
payment * * *,” 

A pledge of the credit of the United States in the context of contractual liability 
has no different purpose. It, too, merely recognizes the obligation of the United 
States. In Perry v. United States (294 U. S. 330, 351), Chief Justice Hughes 
equated a pledge of the credit of the United States with a pledge of its faith. He 
stated that a pledge of the credit of the United States is “the highest assurance 
the Government can give, its plighted faith.” I would, therefore, regard the 
addition of a pledge of the credit of the United States to its pledge of faith as 
merely redundant. 

I do not wish to convey the impression in this discussion that I believe there to 
be an order of solemnity of valid general obligations of the United States or that 
some kind of legal priority is afforded those contracted pursuant to a pledge of 
faith or credit over those not accompanied by such a pledge. Conceivably, Con- 
gress may establish such distinctions, and it sometimes expressly disclaims gen- 
eral liability. Iam, however, unaware of any authority supporting a distinction 
between general obligations of the United States in the absence of such con- 
gressional action. 

Although the legislative history is unenlightening in this respect, it is my view 
under all the circumstances that the “pledge of faith” language was inserted in 
section 1103 (d) in order to make it clear that any insurance obligation validly 
incurred under title XI will be a general obligation of the United States. Its 
purpose appears to have been to negate any possible implication that the ob- 
ligation of the United States would be limited to whatever amount might be in 
the Federal ship mortgage insurance fund at any particular time.* It does 
not, however, follow that the insurance obligations incurred under title XI have 
any preference over other general obligations of the United States. 

III. In view of the fact that there is ordinarily apt to be a disparity between 
the amount of insurance outstanding and the money in the fund, appropriations 
may be necessary from time to time to meet insurance obligations incurred pur- 
suant to title XI. Such appropriations are authorized by section 1109. The 
necessity for appropriations does not lessen the obligation of the United States 
under insurance contracts or the pledge of faith which evidences that obliga- 
tion. It is established that ‘where the right of compensation exists the failure 
to make an appropriation therefor will not in itself deny the right” (Ralston 
v. United States, 91 Ct. Cls. 91, 96 (1940), certiorari denied 311 U. S. 687). 
If, as in this case, the existence of an appropriation is not a condition of or 
limitation on the authority of an officer to contract on behalf of the United 
States, the need for appropriations to meet an obligation incurred under the 
contract does not affect the existence or validity of the obligation. Nor is it 
without precedent for Congress to authorize obligations to be incurred which 
will have to be met by future appropriations. Thus, it was held in 41st Opinions 
of the Attorney General, No. 24, supra, that a contract entered into pursuant 


®*For example, sec. 306 (b) of the National Housing Act, as amended (12 U. S. C. 
1721 (b)), authorizes the Federal National Mortgage Association to issue obligations, but 
requires it to insert appropriate language in all such obligations clearly indicating that 
they “are not guaranteed by the United States and do not constitute a debt or obligation 
of the United States or of any agency or instrumentality thereof other than the association.’ 

*Such an implication would appear to be unwarranted in any event since sec. 1103 (e) 
limits the aggregate unpaid principal amount of insured mortgages and loans outstanding 
at any one time to $1 billion, while sec. 1102 allocates only $1 million to the fund. 
Further, since the fund is a revolving fund, the amount in it would vary from time to time. 
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to the United States Housing Act, as amended, to pay annual contributions is 
valid and binding upon the United States. Nevertheless, it is clear that the 
obligation incurred under such a contract is to be met by future appropriations. 
Section 10 (e) of that act expressly authorizes there “to be appropriated in 
each fiscal year” the amounts necessary to provide for annual contributions 
payments. 


Sincerely, 
WILLIAM P. ROGERS, 


Attorney General. 


STATEMENT ON S. 3919 By Mr. AkTHUR D. SCHULTE, LEHMAN Bros., NEw YORK 


My name is Arthur Schulte, representing the investment banking firm of Leh- 
man Bros., of which I am a senior executive. Lehman Bros., together with 
Kuhn, Loeb & Co., is presently engaged in planning for a public underwriting 
of bonds of Moore-McCormack Lines to finance the steamship Argentina and the 
steamship Brasil. Another public underwriting is being planned by Grace Line. 
These issues, which should come to market this summer, will total approxi- 
mately $45 million. The bonds will be insured under title XI of the Merchant 
Marine Act of 1936, as amended. Since these will be the first public offerings 
of securities of this type, there is considerable interest among the investment 
community as to how the bonds will be received by investors. We believe the 
proposed legislation is desirable as assuring the widest possible acceptance of 
these securities. It is known that several other subsidized lines are awaiting 
the outcome of these offerings before deciding whether they will finance all 
or part of their construction programs in a similar manner. 

Title XI insured mortgages recently sold to large institutional investors bear 
interest at 5 percent. We believe that the proposed legislation would be of 
substantial help in making such bonds salable to the public and to small in- 
stitutional investors at a yield more nearly comparable to that of United States 
bonds of like maturity, which are selling to provide yields of 3.15 percent. As 
has been shown in the previous testimony, the securing of a lower interest 
rate on title XI bonds would be advantageous not only to shipowners, but also, 
in at least the following three ways, to the Government : 

(1) Savings in the interest costs would be reflected in greater subsidy re- 
captures by the Government on the portion of such savings accruing to the 
shipowners; and 

(2) A lower interest would reduce the contingent liability of the Government 
under its statutory obligation to pay the “interest on and unpaid balance of the 
principal amount” of mortgages and loans insured under title XI in the event of 
a default ; and 

(3) The lower interest rate will encourage the expansion of the merchant 
marine through private investment. 

To indicate the size of the savings which might be realized by even a 1 per- 
centage point reduction in the insured mortgage interest rate, we have prepared 
and I would like to submit at this time a table marked “Exhibit A” showing 
that as much as $158 million. In interest savings could be effected by such a 
reduction over the life of the Government’s current vessel replacement program. 

In order to achieve such savings, it is essential that the United States in- 
vesting public, which has a traditionally cautious attitude toward shipping 
investments, be made aware of the safety of securities insured under title XI, 
and it is very important that a pattern of low interest rates reflecting such 
awareness be established on the first public offerings of such securities. 

Our experience has shown that the only market for the lowest interest bonds 
is comprised of investors whom we call high-grade bond buyers. Such in- 
vestors are so anxious to invest their funds with no appreciable risk as to the 
prompt payment of interest and the safety of principal, that they are willing 
to forgo the higher yield opportunities of securities with respect to which such 
risk exists. They are primarily interested in being certain of the regular re- 
ceipt of income from their investments and the payment of principal when due, 
rather than in the prospect of higher income without such certainty. Such in- 
vestors who may be prospective purchasers of mortgage bonds to be secured by 
title XI insurance will look to the Government for assurance of prompt payment 
of the face value of their investments in the event of default by the issuer. In 
order to insure these security objectives, it is necessary to have ready access 
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at all times to sufficient funds to redeem bonds at their full value promptly in 
event of default. 

Title XI, which includes a solemn pledge of the faith of the United States 
to the payment of the “interest on and unpaid balance of the principal amount” 
of mortgages and loans insured thereunder, was designed to attract the high- 
grade bond buyers, and the low interest rates which such buyers make possible. 

However, the promise of ultimate payment does not provide the certainty ot 
prompt payment in the event of default which is sought by high-grade bond 
buyers. Title XI contemplates that eventually premiums will build up a fund 
that will meet this need, but the fund has not been in existence for a long enough 
time to accumulate adequate premiums. 

The proposed amendment of title XI, would, in our opinion, attract these 
investors and thus secure substantial interest savings by assuring that the Fed- 
eral ship mortgage insurance fund will at all times have access to sufficient 
moneys to be able to pay when due and without delay the interest and out- 
standing principal on all defaulted title XI mortgages and loans. 

We note that the proposed legislation does not increase the obligations which 
the United States has already assumed. We suggest that it seems designed to 
obtain more fully for the United States and its merchant marine the benefits 
for which these obligations were undertaken. 


IXHIBIT A 


The savings which might be realized by even a 1 percentage point reduction 
in the insured mortgage interest rate could exceed $158 million over the life of 
the Government’s current vessel replacement program. This would be a saving 
of 20 percent. The following table presents the possible interest cost savings, 
depending on the amount of money the industry must borrow: 


Possible interest savings over 20 years 


{In million] 











Amount borrowed....._....-.---- | $1,000 | $1,500 
es - a 
Tout interest at 6 percent.......................... ; a0 $525 | $788 
‘etel taterest at 4 peromt........................... es den $420 | $630 
Savings: 
EE atitalhin 55. >adnk emsaameebbndneaelpwedanneswe $105 $158 
CO a Gadhia dnbcotipe ld piace ated ice <teoils az 20 20 


The largest portion of these savings would accrue to the American taxpayer 
through the operation of the subsidy recapture contract. 


COMMITTEE OF AMERICAN STEAMSHIP LINES, 
Washington, D. C., June 12, 1958. 
Re §. 3919. 


Senator WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D.C. 


DEAR SENATOR MAaGnuson: The Committee of American Steamship Lines be- 
lieves that passage of S. 3919 is a necessary step to facilitate the public financing 
of new ship construction under the vessel replacement program being under- 
taken by our members. 

The contract obligations already existing, or recently signed, now call for the 
building of 282 ships at an estimated $2,986 million. This is unquestionably the 
largest replacement program undertaken in peacetime. Consequently, it creates 
severe financing problems. 

S. 3919 resolves at least one of these problems and the public financing which 
it facilitates will result in a broader understanding of maritime policy by the 
investing public. The bill does not, however, increase the Government’s 
liability. 

We strongly urge its passage and request that this letter be made a part of 
the record. 

Very truly yours, 


ALEXANDER PURDON. 
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AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D. C., June 16, 1958. 
Re 8. 3919 
Senator WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear SENATOR MAGNUSON: The American Merchant Marine Institute, a trade 
association representing the preponderance of American-flag shipping, urges the 
enactment of S. 3919 for the reasons set forth in the letter from the Secretary of 
Commerce as it will be supplemented by the testimony of witness for Grace Line, 
Inc., and Moore-McCormack Lines, Inc. 

Other members of our organization will be confronted with the same problems 
in financing their vessel replacement programs, and the enactment of S. 3919 
will be of material assistance. 

Very truly yours, 
Arvin SHaprro, Vice President. 


SHIPBUILDERS COUNCIL OF AMERICA, 
New York, N. Y., June 12, 1958. 


Subject: S. 3919, to amend section 1105 (b) of title XI (Federal ship mortgage 
insurance) of the Merchant Marine Act, 1936, as amended, to implement the 
pledge of faith clause. 


Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D. C. 


My Dear SENATOR: The members of the Shipbuilders Council of America de- 
sire to record their support of pending bill, S. 3919, which would amend section 
1105(b) of the Federal ship mortgage insurance provisions of the Merchant 
Marine Act, 1936, as amended. 

The council understands it is the purpose of the bill to provide the Secretary 
of Commerce with a readily available source of funds to liquidate promptly all 
claims against the Government arising out of title XI guaranties in case of 
default. 

The members of the council are greatly encouraged by the visible progress 
being made in the comprehensible long-range ship replacement program. This in- 
creased tempo of actual contract placements in the shipyards as the several 
legislative and administrative problems are resolved, gives firm assurance that 
the policy of the United States to have an efficient and adequate merchant ma- 
rine supplemented by efficient American-owned shipyards, is being carried out. 

It is, of course, generally recognized that despite this favorable trend, all of 
the problems created by block obsolescence are not entirely solved. While the 
ship operators have entered into long-term agreements in which they have com- 
mitted themselves to a certain phased schedule of new construction, there still 
remain tremendous financial problems to be overcome both now and in the 
future. The inducement of new private capital to invest in shipping is probably 
the most pressing of these problems. 

The enactment of S. 3919 is viewed as a necessary step to make investment in 
ships of the American merchant marine more attractive. By insuring prompt 
payment in case of default it will create greater public confidence in shipping 
securities. The situation that arose in connection with the recent Carib Queen 
guarantee under title XI pinpointed the need for a prompt payment system of 
some sort. The system envisioned by S. 3919 would seem to be appropriate and 
the members of the council urge enactment of the bill. 

Sincerely yours, 
L. R. SANForD, President. 


LABOR-MANAGEMENT MARITIME COMMITTEE, 
Washington, D. C., June 19, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D. C. 

DEAR SENATOR MaGnuson: The Labor-Management Maritime Committee favy- 
ors the enactment of S. 3919. 

This measure, if approved into law, would implement the Federal ship mort- 
gage insurance provisions of the 1986 Merchant Marine Act, as amended. This 
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results by having available to the Federal ship mortgage insurance fund moneys 
to meet claims caused by default on insured loans. Thus, the necessity of ap- 
propriating moneys for any particular default would be eliminated. 

The placing of the fund on an administered basis, instead of an appropriating 
one, should create an atmosphere conducive to: 

1. Attracting private capital to the industry: 

2. Lowering interest rates which the companies would pay for their ship 
replacements ; thus, 

3. Reducing overall financing expenses ; and, 

4, Providing possible increase of recapture by the Government in the 
case of the subsidized lines. 

Obtaining of the foregoing results through approval of S. 3919, which in no 
way increases the liability of the Government, should have an overall bene- 
ficial effect on the American merchant marine. Accordingly, we favor approval 
of the bill by your Committee and the United States Senate. 

Respectfully yours, 
EARL W. CLARK, 
Hoyt §. HAppock, 
Codirectors. 


WAYNE Works Export, 
Richmond, Ind., June 13, 1958. 
Hon. WARREN G. MaGnuson, 
United States Senate, Washington, D.C. 


Sm: We understand you have introduced a bill to legalize dual rate confer- 
ences in ocean shipping for a period of 2 years while a study is made of the 
whole rate schedules. 

We are in favor of this bill, because we feel it will continue to give us de- 
pendable rates and dependable sailings. 

Although it is no doubt superfluous, we would like to point out that depend- 
able rates are very necessary to enable us to make fairly accurate cost, in- 
surance, and freight estimates in our quotations. Dependable sailings are a 
must to enable us to meet letter of credit deadlines. 

We are very much in favor of the lowest possible ocean freight rate since the 
product we export, bus bodies, has a continual fight on price basis. However, 
if freights go so low that they vary continuously and ships become unable to 
meet schedules, we loose more than we gain. 

Very truly yours, 


WAYNE Works Export, 
B. E. HinsHaw, Treasurer. 








MERCHANT MARINE LEGISLATION 
(S. 2568) : 


WEDNESDAY, JUNE 18, 1958 


Unrrep States SENATE, 
CoMMITTEE ON INTERSTATE AND Foreign COMMERCE, 
Washington, D. C. 


The committee met, pursuant to adjournment, at 11 a. m., in room 
G-16, the Capitol, Senator John Marshall Butler, presiding. 
Senator Buriter. The committee will come to order. We will take 


up the bill S. 2568. 
[S. 2568, 85th Cong., 1st sess.] 


A BILL To amend the Merchant Marine Act, 1936, as amended, to promote and oun 
the construction, and to expedite the financing from private sources, of vessels suitable 
for use in the foreign and domestic trade of the United States, and for defense purposes 
and to encourage the maintenance of shipyards and to preserve the supply of skilled 
shipyard workers 
Be it enacted by the Senate and House of Representatives of the United 

States of America in Congress assembled, That title V of the Merchant Marine 

Act, 1936, as amended, is amended by adding at the end thereof a new section 

to read as follows: 

“Sec. 512. (a) For purposes of this section a new vessel shall be (i) a vessel 
in excess of three thousand five hundred gross tons capable of a sustained 
speed of not less than fourteen knots, constructed in a shipyard located within 
the United States and delivered by the builder on or after January 1, 1956; 
(ii) acquired by a United States citizen for operation under the United States 
flag; (iii) suitable for use in the domestic or foreign commerce of the United 
States. 

“(b) Every citizen of the United States who has acquired a new vessel 
as herein defined shall, at his election, be entitled to depreciate the cost of 
acquisition of such vessel, together with subsequent capital additions, over 
such period, not less than twenty years from date of acquisition, as he may 
determine. Such election shall not thereafter be subject to change except 
with the written consent of the United States and the owner of such vessel, 
and the depreciation so elected shall be deductible from gross income for 
purposes of Federal income, war profits, and excess profits taxes. 

“(e) In addition to the depreciation allowabie under subsection (b), every 
citizen of the United States who has acquired a new vessel as herein defined 
shall, at his election, with respect to each taxable year, be entitled to amortize 
an additional amount not exceeding 5 per centum of the cost of acquisition of 
such vessel, together with subsequent capital additions, and the amortization 
so selected shall be deductible from gross income for purposes of Federal 
income, war profits, and excess profits taxes. 

“(d) The election to take depreciation under subsection (b) shall be sig- 
nified by a statement in the Federal income tax return of the owner of such 
vessel for the taxable year in which he acquires the vessel. Such statement 
shall set forth the vessel or vessels in respect of which the election is exercised 
and the basis upon which depreciation shall be taken. 

“(e) The election to take amortization under subsection (c) for any taxable 
year with respect to such vessel shall be signified by a statement in the 
Federal income tax return of the owner of such vessel for such taxable year. 
Such statement shall set forth the vessel or vessels in respect of which the 
election is exercised and the amount thereof with respect to each vessel as 
determined by the owner. Such election and the amount so determined shall 
be irrevocable for the year in which made. 
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“(f) If at the end of the year in respect of which amortization is taken 
under subsection (c) the owner of such vessel shall be indebted to the United 
States under notes evidenced by a mortgage on the vessel, the amount of such 
amortization shall be paid to the United States within thirty days after the 
due date of the Federal income tax return of the owner for such year in reduc- 
tion of such indebtedness. Such payment shall be in addition to any other 
amount required to be paid under said notes and mortgage in respect of such 
year.” . 

Senator Burier. Our first witness will be Mr. Clarence G. Morse, 
Federal Maritime Administrator. It is nice to have you with us 
this morning, as it is always nice to see you. 

Mr. Morse. The bill, S. 2568, would amend the Merchant Marine 
Act, 1936, as amended, by adding a new section 512. The new section 
would authorize citizens of the United States, who have acquired 
new vessels (as defined in the bill), (1) to depreciate (for purposes 
of Federal income, war profits, and excess profits taxes) the cost of 
such vessels, and capital improvements thereon, over such period 
as they determine, not less than 20 years; and (2) in addition to 
amortize the cost of such vessels, and capital improvements thereon, 
in each taxable year in an additional amount not exceeding 5 percent 
of such cost, such amortization to be deductible from gross income 
for the purpose of Federal income, war profits, and excess-profits 
taxes. 

The bill defines “new vessel” as a vessel over 3,500 gross tons, 
capable of a sustained speed of not less than 14 knots, constructed in 
a shipyard located in the United States, delivered by a United States 
citizen for operation under the United States flag, and suitable for 
use in the domestic or foreign commerce of the United States. 

The whole problem of depreciation and amortization in the fields 
of transportation is under study by the Department of the Treasury. 
The President (budget message to Congress for fiscal 1959) stated 
that a review is being made of maritime legislation, including the 
laws governing subsidies, to determine what changes, if any, are 
needed. Pending completion of these studies, special legislation on 
depreciaion and amortization should not be enacted for the maritime 
industry. The Department therefore recommends against enactment 
of the bill. 

The Bureau of the Budget has advised that there would be no 
objection to the submission of this statement. 

Senator Burier. Now, that is your statement, Mr. Morse, in con- 
nection with 2568 ? 

Mr. Morse. Yes, sir. 

Senator Butter. It will be made a part of the record. Do you 
want to supplement it ? 

Mr. Morse. No. 

Senator Butter. Well, we are glad to have you here. 

Mr. Bourson. Senator, might I ask one question ? 

Senator Butter. Yes, indeed, you certainly may. 

Mr. Bourson. Have you any idea, Mr. Morse, how long that study 
may take? 

Mr. Morse. No, sir; I donot. Maritime has worked on this problem 
for some months. You may recall that in the President’s 1959 budget 
message a statement was made that consideration would be given, 
that a study would be made of this depreciation problem on the use- 
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ful life of a ship, but I can’t give you any estimate of how long the 
study will require. We have completed our study in Maritime. 

Senator Butter. Aren’t there similar laws to this covering other 
segments of the economy ? 

Mr. Morse. I am sorry, I am unable to answer that. 

Senator Butter. We had that in connection with new plant and 
equipment and new building and industrial plants, and don’t we 
have it also as an extension to farmers ? 

Mr. Bourson. I believe we do. 

Senator Butter. Are there any other questions? 

Mr. Bourson. I have nothing further. 

(Whereupon, the committee suspended from 11:10 to 11:30 a. m.) 

Senator Butter. Mr. Shapiro, it is nice to have you here. 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE, INC., ACCOMPANIED BY LESLIE 
C. KRUSEN 


Mr. Suarrro. My name is Alvin Shapiro. I am vice president of 
the American Merchant Marine Institute. 

With me is Mr. Leslie C. Krusen of Philadelphia, one of the few 
real experts in this country in the subject matter at hand. With your 
permission, Mr. Chairman, Mr. Krusen has a brief statement of his 
own, but I have asked him to sit here with me in order to expedite 
committee procedure by replying to any committee inquiry which 
may be beyond the scope of my own personal knowledge. 

Senator Butrier. We are very delighted to have him. 

Mr. Suartro. Thank you. 

Ours is a trade association of steamship owners and operators rep- 
resenting some 50 United States flag companies which constitute a 
majority of the entire American merchant marine. Our members 
operate tankers, freighters, and passenger ships on all coasts of the 
United States, into and out of virtually every major world port. 
Some also engage in our domestic deep-sea trades. 

We appear today to express our support for S. 2568 and urge its 
prompt approval by your committee. Briefly, this bill does two 
things. First, it fixes a 20-year depreciation period for a new ves- 
sel for certain minimum size and speed to be used in our foreign or 
domestic waterborne commerce. The depreciation period can be 
longer if the owner so chooses but in no case may it be less or altered, 
once made, without written consent of the Government. 

This proposal is made to remove any doubt as to an appropriate 
depreciation period for the type of facility involved. It is designed 
to fix such a period, within statutory limitations, according to the 
best judgment of the owners and operators of the property in order 
to allow them to plan effectively for the use and recovery of invest- 
ment in their present vessels in order to properly replace these assets 
as needed. 

This proposal will remove a vast area of present uncertainty for the 
shipowner and thus will assist materially in financing new construc- 
tion in accordance with requirements imposed by lending institutions, 
who properly seek the prospect of return in a fixed number of years 
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in the period of greatest potential from the asset during its economic 
usefulness. 

There is virtually no controversy on this point, and I can tell the 
committee, as I think the record will ultimately reveal, that those 
with the greatest experience in vessel financing, with whom I have 
conferred, agree that the fixing of a 20-year life for depreciation pur- 
poses is a sound and proper step if we are to avoid placing barriers 
in the way of those who have long been in the business and who seek 
to build new ships particularly for the replacement of older vessels. 

Referring to older vessels, I believe the committee hardly needs 
reminding that while much has been said of the problem of block 
obsolescence in recent years, little is being done about it outside of 
those companies under operating-differential subsidy contract with 
the Government. Today, 8 out of every 10 ships in our present pri- 
vate fleet are of World War II construction. While we would not 
claim that S. 2568 is the panacea for this problem it is surely, in our 
opinion, one of the fundamental and least costly (if there is any cost 
at all) steps in this direction that can be taken. 

Obviously, insofar as it assists owners with new construction, it 
will be of material benefit to the shipbuilding industry at the same 
time. It is relevant at this particular moment to call attention to the 
fact that in view of the present recession, a proposal of this type 
which is aimed at stimulating vessel construction would be helping 
particularly in certain local areas, in removing some of the problems 
of unemployment. Insofar as it would assist in new vessel construc- 
tion, it would be of material assistance to the mobilization base of 
our country. The Defense Department has repeatedly called atten- 
tion to the qualitative shortcomings of our freight-carrying fleet. 

The second principal proposal embodied in S. 2568 deals with al- 
lowing a vessel operator to claim 5 percent additional depreciation 
to that allowed under section (b) of the bill, provided that if Gov- 
ernment-held mortgages on the vessel exist, the vessel owner must 
pay from such amounts each year moneys so due. 

The background facts justifying this proposal are as deeply rooted 
as the very history of our fleet since the end of World War IT, when 
private owners bought vessels, constructed during the military strug- 
gle which then ended, as war surplus. Since that time there have 

n three cycles of prosperity and depression in the maritime busi- 
ness particularly for specialized carriers in the dry cargo and tanker 
fields. This has led periodically to there being no profits in general 
or too little even in good years, to cover both depressed earning 
periods and still provide adequate sums of equity capital for new 
construction. 

This would probably have been true even if the inflationary spiral 
had been less extreme than it proved to be in the area of new ship 
construction costs. These vital facts were recognized by the industry 
at least 5 years ago and a bill almost identical with that before you 
today was then introduced. 

I venture to say that had that session—the 83d—not ended before 
favorable consideration could have been given, we would today face 
fewer replacement and new construction problems with far brighter 

rospects—for now we find long-established firms, under United 
tates-flag operation, gravely concerned about their future in a de- 
pressed market of potentially long duration. 
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Other maritime countries have been more realistic in their con- 
sideration of this problem. While I would not urge our Con 
to follow patterns established overseas, I do believe that considera- 
tion of this element of reasonable parity is vital for one major fac- 
tor—these are the very nations whose shipowners are in competition 
with us daily. I have attached hereto as attachment A a summary 
of depreciation practices for shipowners in other maritime countries. 

(The attachment A is as follows: ) 


ATTACHMENT A 


ACCELERATED DEPRECIATION AND OTHER Tax AIDS GRANTED BY FOREIGN 
GOVERNMENTS TO THEIR SHIPOWNERS 
Denmark 


In order to encourage new contruction at postwar prices the Danish Govern- 
ment concedes up to 50 percent of the cost of a new vessel to be excessive and 
allows the excessive cost to be written off. The date for starting the extraordi- 
nary depreciation is the beginning of the year during which the construction or 
rebuilding of a vessel begins. The basic rule for this extraordinary depreciation 
states that 50 percent of the purchase sums for new or rebuilt tonnage can with- 
out special permission be depreciated over not less than 3 years, but not more 
than 10 years. 

In Denmark, norma] depreciation is as follows: 


Percent 
RN ioe shits cscs cases tis A esl ese sn pets y wcinaipseteesigtgs ceolaeae annette + 
BUONO. CADOVE ROPMIGL THO) ois os cinerea aamanseracieaieetsamdaiamael 10-15 
TOE, WG ais sshd es ern rensign decent nege aaa 5 
I ii hess nite dacs on cits cadens edna oleae dade ee ae 8 
TUEDIIO VOGUE eck ctke cca ecdupnde kane eee 6 
France 


All French industry, including shipbuilding and ship operation, is subject to 
the same tax legislation. The applicable amortization rate is not stated specifi- 
cally by law; it is permitted to be set at that figure which conforms to the 
custom of the industry. The Dictionnaire Fiscal Permanent, an unofficial guide 
to French tax law, indicates that ships may be depreciated at annual rates of 
as much as 20 to 25 percent of cost or on a revaluated basis. This policy of 
negotiated depreciation by French shipowners has been in effect since 1931. 
The policy does not allow owners to amortize an amount greater than the value 
of the ship. As long as owners remain within reasonable limits, they are al- 
lowed to depreciate their ships at a higher or lower rate each year when such 
rates are approved by tax authorities. 

Depreciation may be deferred if profits are insufficient to cover normal depre- 
ciation until profits are adequate for that purpose. In addition legislation en- 
acted in 1951 permitted owners of ships and certain other types of facilities 
constructed after December 31, 1950, to double the normal or customary de- 
preciation rate during the first year. 


Germany 


Depreciation rules currently in effect for Germany allow 6 percent deprecia- 
tion per year for merchant vessels under the linear, or straight-line method. 
Under this procedure a vessel could be fully depreciated in 17 years. 

In addition to the linear method a ship operator has an option of choosing 
the digressive or reducing balance method. The rate of depreciation under 
this method is as follows: 

Motorships: 20 percent per year for the first 2 years then 8 percent per 
year until full depreciation is reached. 

Other: 15 percent per year for the first 2 years then 6 percent per year 
until full depreciation is reached. 

Under the digressive method a motorship could be fully depreciated within 
10 years and other types could be fully depreciated within 14 years. The Ger- 
man ship operator has the option of either method; however, once he begins 
there can be no change. 


Japan 


A special rate of depreciation which amounts to an addition of 50 percent 
of ordinary depreciation is currently allowed in Japan during the first 3 years 
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after a new ship has been registered by the owner. Regular depreciation is 
about 11 percent annually. This special depreciation rate means that a Jap- 
anese owner can depreciate 50 percent of the cost of a new vessel within 3 years. 
In addition to the depreciation allowance Japanese owners have an exemption 
from tax for whichever is the lower of the following: 
(a) 3 percent of the total export sales of shipping services, 
(b) or 80 percent of export net income earned through selling shipping 
services. 


Netherlands 

As a general rule ships have to be depreciated on the basis of cost price, 
useful life, and scrap value. On this basis a Dutch shipowner calculates an 
annual depreciation percentage and is bound to stick to this percentage during 
the lifetime of the ship. As an alternative he may choose to depreciate an- 
nually a certain percentage of the book value, however, also on a basis of 
permanency once a certain percentage has been calculated. In addition, the 
Dutch shipowner may start depreciation of a ship the moment he contracts for 
its purchase or construction. 

Since 1950 the Netherlands Government has allowed the accelerated depre- 
ciation of one-third of the cost price of ships with a limit of 10 percent per year 
and irrespective of the useful life of the ship or scrap value. This means that 
a ship costing $1 million, useful life 25 years, and scrap value $100,000 may be 
depreciated as follows: 


On a cea elinins dt eden senate $100, 000 *+-$22, 607 
net nice es tcp casmy tee olde captions es ecbosinesciiatapa kadai hs 100,000 +22, 607 
I Ni Ge Sah aks as hs tin Skin nis move hads isha abstain eer cae 100,000 +22, 607 
a oe ch hese ts Son cheese gale mn abies inceabepeanine inte reo ciimsniaw cca 33, 333 +22, 607 
a e cireeninad iauaneminmaspemomence 22, 607 

Ete 


1$22,607=—16; of $666,667-$100,000 (24 of cost price minus scrap value). 


In addition to accelerated depreciation, in 1953 the Netherlands Govern- 
ment created an “investment deduction” for tax purposes. This investment 
deduction means that a shipowner on ordering a ship is allowed to deduct an- 
nually 4 percent of the cost price for a period of 5 years before paying tax 
on his profits. 


Norway 

According to a new law passed in 1957, shipping companies in Norway can 
now write off an initial allowance up to 25 percent of the cost of the vessel, 
machinery, or the like. As an alternative to this initial allowance, which can 
be started when the vessel is ordered and continued up to 5 years after the 
vessel is delivered, owners can write off vessels by up to 2 percent or more 
per year than the rates presently in use. Prior to this new law, losses sustained 
during the preceding 2 years could be set against surpluses. This period has 
now been altered to 10 years, which in practice means that no income tax will 
be paid until past losses have been made good. 

Ordinary depreciation rates in Norway vary from 5 to 8 percent. If the 
depreciation rate is determined for example, at 6 percent, it must be used every 
year; that is, the shipping company may not write off the annual rate the first 
year, nothing the second year and double the rate the third year. 


Sweden 

All Swedish industries, including shipping companies, are permitted to de- 
preciate the original cost of their capital assets up to 20 percent per year for 
tax purposes. This means that a Swedish shipowner could fully depreciate the 
cost of his fleet in 5 years. 


United Kingdom 

Since the enactment of the Fnance Act of 1957, British shipowners have 
been granted an investment allowance on new ships of 40 percent of the vessel’s 
cost. This in effect means that a British shipowner can claim over the life of 
a ship, a tax-free allowance amounting to 140 percent of the initial cost of the 
ship. These allowances are as follows: 


Percent 


a i hs ss cs co cle mse hatin he ces enidnias sbessihienidenavmena 40 
nN Na a tb es cen alan Sas is ndaoas end ties en ol micninrecs be eaeenn neweide 100 
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Normal depreciation is granted each year until the total cost of the ship has 
been written off. The British shipowner can choose 1 of 2 methods, (@) straight 
line or (b) reducing balance. The rates under these methods are as follows: 








[Percent] 
| 
Straight line Reduced 
balance 
ORE TG a i Ss nw nic eect eetcWaewe aban wie eee aene 5 12% 
EG. cacdgng 4 tans ckathatcueGaacconchdigs tnehted—uaatereadit seminal ial 6% 15 





The investment allowance is granted only to owners of new tonnage. It 
is granted whether or not the ship is purchased by a British shipping company 
from a United Kingdom or an overseas builder. If a company fails to make 
a profit, then the benefit of the investment allowance is deferred, within limits, 
until such time as the company does make a profit. 

By taking advantage of this 40-percent investment allowance British owners 
of new tonnage can write off 100 percent of the cost of their investment in 
the following number of years: 


(a) Dry cargo and liners: Years 
1... Bererens 1G: MieTNO. a ee eee eee 12 
2. ‘ Reducéa balasice method. si Sa ee 7 
(b) Tankers 
i. Btreiant line moog: coins nenksasnnkeishen eee 10 
S,. HOGUCed DRACO TOTES asso ie engine jn cieeecnein eae ae 6 


Denmark, France, Germany, Japan, the Netherlands, Norway, 
Sweden, and the United Kingdom all are treated far more liberally 
in regard to this element than is the American shipowner. And 
many of these countries have taken what was already liberal prac- 
tice of several years ago and modified it within the last 2 or 3 years 
to become even more realistic in light of the facts which they found 
to exist. 

I do not think anyone can dispute that the recovery of foreign mer- 
chant fleets and their competitive capacity keeping us from assum- 
ing our proper place on the high seas is in fact largely a result 
of inducements given their shipow ners so they may project with 
greater certainty proper recovery of their investment in the tools of 
their trade. This is gravely lacking for our own ship operators 
today. 

We must not let this situation continue or we will find to our detri- 
ment that 5 years hence, after this subject is studied and restudied, 
we will again view with as much remorse as we do today the failure 
to adopt realistic investment recovery opportunities first proposed 
5 years ago. Failing to allow the industry to meet and solve the real 
problems just enumerated will mean but one thing. For a large 
part of our fleet there will be a constant degeneration of our mari- 
time strength until we find ourselves again substantially in a position 
comparable to that immediately prior to Wor ld War IL, ill equipped 
to serve our commerce or defense, lacking in balanced maritime 
strength. 

May we offer several amendatory thoughts, language for which we 
will. gladly submit to the committee in short order. These will pro- 
vide that— 

(a) The maximum possible depreciation will run only to 100 per- 
cent of the investment in the asset maximum; 
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(6) Owners who have used ODM certificates of accelerated depre- 
ciation may not avail themselves of privileges contained in section 
(c) of this bill; 

(c) The elections under (b) and (c) of the bill shall be available 
to the original owner only. 

We certainly hope that the committee concurs in the wisdom, fair- 
ness, and necessity for speedy and favorable consideration of S. 2568. 

Senator Burier. Thank you, Mr. Shapiro. I can say that I feel 
that this bill is a very necessary bill. Other segments of the economy 
have this relief.afforded them, and I think it is a very salutary thing 
to give the shipping people. 

When I was in Germany, I think 2 or 3 years ago, anybody that 
invested moneys in a vessel property paid no gain or loss until they 
sell the properties 20 or 30 years hence, so they do give their maritime 
industry an incentive to get ships on the high seas. 

Mr. Suartro. I would say, while completely in concurrence with 
your thought, that the major maritime countries of this world—and 
it goes beyond the major, it even goes to some of the minor maritime 
countries—have recognized the unique factors about investment in 
ships, and they have all demonstrated this, and what we are seeking 
is less in fact than they have done in this field. 

Senator Butter. Senator Lausche, have you any questions? 

Senator Lauscue. No. 

Senator Burier. Mr. Bourbon ? 

Mr. Bourson. Do these recommendations on the last page of your 
statement more or less meet the objections of GAO ? 

Mr. Suaprtro. Yes, sir; they are designed for that purpose, and 
I might add, Mr. Bourbon, that while the drafting of the legislation 
may have some deficiencies which we are attempting to clarify in 
these suggested amendments, we have no desire and no interest in 
advancing a bill with any gimmicks in it. This is a straightforward 
approach. If anybody finds any gimmicks in it, eliminate them. 
oo facts of this matter we choose to lay completely out and on the 
table. 

Senator Burter. Well, you heard Mr. Morse’s statement that the 
Department did not favor this bill because the study was now being 
made of the law as it relates to the maritime industry. 

Mr. Sapiro. Well, this study, as I understand it, if it has sprung 
from the suggestion in the President’s budget message, that the 20- 
year life of a vessel should be studied, is really totally different from 
the proposal embodied here. That dealt with the problem as to 
whether the Government should assume the burdens that are involved 
in replacing vessels when they reached the statutory end of their life 
in accordance with the 1936 act. This bill is not aimed, and I might 
add that that proviso in the 1936 legislation does not go to this par- 
ticular point. This is an attempt to allow a vessel operator, particu- 
larly those or perhaps entirely those who have nothing to do with 
the Government in terms of subsidy, to recover in what in their 
studied judgment, and everybody’s studied judgment insofar as any- 
body has studied this, is the economic useful life of the vessel, to pro- 
long through legislation this period so that the owner of a property 
simply does not have an adequate economic opportunity of recovering 
means he is not going to go in this business. Since the end of World 
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War II, or certainly since 1950, we have seen the constant elimina- 
tion of people i in the maritime industry who entered into this business 
with every intention of staying, and this is simply an encouragement 
to induce people to stay in this business to replace their vessels; ves- 
sels are dollars and dollars can be used to very good purposes in 
other places. I dare say that this country has a great stake in stim- 
ulating people to invest their money in ships otherwise the Govern- 
ment is going to do it and do it 100 percent. 

Senator Lauscue. I would like to ask one question. 

What is the present statutory time prescribing the years in which 
depreciation can be taken? Your Recommendation No. 1 suggests 
20 years. 

Mr. Krusen. If I may answer that question, sir, there is no statu- 
tory provision at all, which I regard as a serious defect in the Merchant 
Marine Act. It provides for a number of other things. It is my job 
to plan financing for ships. I have had over 20 years experience in it, 
and formerly, I want to s: Ly, we depreciated ships on the basis of 20 
years tanight life, and somewhere along the 17th or 18th year the 

epartment would come along and say now we are going to extend 
that life. 

Now, we are independent operators, and we have very little capital, 
and we have to borrow virtually all the money that we put in a new 
ship. We could get along on 20-year life if we knew we could hold 
it, but the Bureau has rec ently said that they felt that 25 years was a 
proper life for a new vessel in excess of 25,000 tons, although we have 
heard of people who have settled with them on a lesser basis. 

The point is that nowhere in the law is this point established, and 
we say that it is a proper part of the structure of the laws that apply to 
the merchant marine. It is a lacking feature. It is a feature that is 
absolutely necessary to ¢ omplement—I am anticipating my statement, 
but I think this is a good time to do it—to complement, for example, 
title XI, which is the ship mortgage insurance provision. Now, that 
says that the Government will euarantee a mortgage up to 20 years 
which matures within 20 years from the date of its execution, but that 
doesn’t solve our pr oblem if Internal Revenue says, “Yes, but you must 
depreciate within 25 years.” 

It means that our depreciation doesn’t fit with our financing, and 
with this mortgagee. 

Now, for example, there is another provision under section 509 
= at one time was a ver y valuable section to the unsubsidized op- 

‘ator, such as ourselves. The Government would build a vessel ap- 
weal by the applicant, of course, and sell it to the applicant, the 
applicant would give back a first preferred mortgage of 8714 percent, 
but it had to be repaid over 20 years. 

Now, nobody but Internal Revenue, apparently, has confidence that 
a ship will last more than 20 years. Certainly insurance companies 
don’t, certainly we don’t acc -ept—where we are forced to operate at a 
great disadvantage because we haven’t got our investment back and we 
have a marginal ship and we know it, but we can’t do anything about it. 

I would like to touch on one other subject, before I get to my formal 
statement, if I may. 

Senator Butler asked the question why this should come under the 
Merchant Marine Act instead of some revenue act. In the first place, 
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the problems of the shipping industry are different from the problems 
of manufacturers of automobiles or tooth paste, or something else. 
They are different for a number of reasons, and that has been recog- 
nied by legislation. The Government, itself, has an interest in these 
vessels. In time of war, they have to have them. Whatever may be 
the technical division in Congress is something with which I am not 
familiar. I can say that if we don’t get it here, we won’t get it, and 
if we don’t get it, then we are going to be very seriously handicapped 
in producing the kind of vessels at the time when the Government 
would like to have us do it. My two reasons why this should stay with 
this committee are, first, it involves the problem of national defense, 
and it involves a specialized industry in which practically every other 
feature is controlled by the Merchant Marine Act, or other legislation. 

Secondly, that this is an essential to our industry which is an un- 
subsidized industry so far as we are concerned, that we question our 
ability to live without, under present conditions. 

Now, since I have gone this far, maybe I ought to depart from m 

repared statement, which speaks for itself, and give you what I think 

1s the meat of the situation. 

Senator Butter. We will make your statement a part of the record 
and then you can supplement it. 

(The statement of Mr. Krusen is as follows :) 


SENATE Brit 2568 


My name is Leslie C. Krusen and my address is 21 South 12th Street, Phila- 
delphia, Pa. 

I appear here today as vice president and general counsel for Chas. Kurz & 
Co., Ine., and as counsel for Paco Tankers, Inc., Keystone Shipping Co., Keystone 
Tankship Corp., Kurz Tankers, Inc., and Kurz Marine, Inc. These companies 
are all owners of United States-flag tankers, which are either under charter to 
oil companies and others, or are operated on the market as contract carriers. 
Their sole business is the transportation of liquid products in bulk, mostly 
petroleum, and they have no interest in the products which they carry. 

The enactment of Senate bill 2568 is, in our opinion, essential, if the tanker 
industry, and particularly the independent tanker industry, is to be able to 
acquire and maintain a fleet of modern tankers competent to serve the needs 
of the peacetime economy and adequate for Government requirements in emer- 
gency or war. While we assume that the problems of owners of dry cargo ves- 
sels and tramp ships are similar, our presentation is directed only to the needs 
of tank vessels with which we are most familiar. 

The Merchant Marine Act, 1936, contains provisions intended to encourage 
the construction of adequate modern vessels under United States flag. For 
example, under section 509, the United States will construct and sell to a citizen 
a large vessel, subject to a loan of 87% percent of the cost; to be paid within 
a term of 20 years in equal installments. Section 510 originally defined an 
obsolete vessel as one of 17 years or older; by amendment this age has been 
decreased to 12 years. Under title XI, the United States will not insure a 
mortgage which has a term exceeding 20 years from the date of execution. 

Nowhere in the act is there any provision that would insure an owner that his 
investment, in the form of depreciation or amortization, can be recovered within 
any of the prescribed periods. To complement these helpful provisions and to 
make them realistic and effective, the Merchant Marine Act requires the pro- 
visions in respect of depreciation and amortization set forth in S. 2568. 

The present system of ordinary depreciation is not acceptable because the 
owner cannot rely upon a reasonable and definite depreciable period. Provisions 
for accelerated depreciation such as the sum of the digits and the declining 
balance do not always provide the answer because a vessel cannot ordinarily 
earn all of the large depreciation allowable in the early years; in addition to 
which they do not permit the recovery of the full investment over the 20-year 
period which we regard as essential. 
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The steamship business in general is starved for lack of equity capital. This 
situation has been aggravated by the tremendous increase in the cost of con- 
struction of vessels, which renders our reserves hopelessly inadequate for the 
cost of replacement or modernization. Furthermore, under existing rules, the 
problem of recovering the investment required to be made in a tanker, within 
the reasonably productive life of a tanker, is a matter of grave concern. 

The useful life of a tanker is determined by (i) its ability to compete with 
newer, larger and improved vessels, and (ii) its physical deterioration from 
wastage of plates and structural parts due to corrosion and wear. Attached 
to this statement as exhibit A is a schedule showing the age of privately owned 
United States-flag tankers as of January 1958. It should be noted that out of 
a total of 328 tankers only 7 are over 20 years of age, and only 18 are over 17 
years of age. This indicates the experience of the industry as to the age at 
which tankers cease to be economically competitive. 

Also attached to this statement as exhibit B is a list of United States-flag 
vessels known to be under construction or contracted for in United States yards: 
as of February 1, 1958. It should be noted that out of a total of 53, only 4 are 
less than 26,000 tons deadweight and only 13 are less than 30,000 tons dead- 
weight. The great majority range from 32,650 tons to 100,000 tons in size. 

The great bulk of the present United States fleet consists of T—2 tankers, which 
are about 16,500 tons deadweight and have a speed of about 14%4 knots. They 
were all built during the war and consequently are from 13 to 16 years of age. 
Obviously the T—2 tankers cannot compete with larger and faster tankers which 
carry twice or more the amount of cargo, at a greater speed, and at only a slight 
increase in operating cost. It is axiomatic that the larger the tanker, the 
lower the cost per ton of transportation. 

The newer and larger tankers have been inappropriately called supertankers. 
Actually there is no such thing as a supertanker. In 1938 we participated in 
the so-called Cimarron program and one of our companies acquired two 18,000- 
ton tankers. They were the supertanker of their day and doubt was expressed 
as to whether they were not too large for successful operation. Ships of that 
size, and T-2 tankers, are potentially obsolete today, and today’s supertanker 
will be the obsolete vessel of tomorrow, because of increases in size, speed, and 
technological and engineering improvements, and because the large vessel is sub- 
ject to corrosion and wear just the same as the smaller vessel. 

Furthermore, the T—2 tankers have reached a critical point from the stand- 
point of deterioration. We have found it necessary to “jumboize” four such 
tankers; that is, to replace the entire cargo tank section, from the engine room 
forward to the forepeak, because the existing bulkheads, deck, and bottom plates 
and internals have been so badly wasted by corrosion as to make their replace- 
ment uneconomical. The cost of such jumboizing including incidental costs, 
ranges from $3,000,000 to $3,400,000, which is more than a T-2 tanker cost to 
build originally. Some of our vessels have had extensive structural replace- 
ments, and for that reason are able to continue, but we are very much con- 
cerned with the proposition that something will have to be done with these 
vessels in the very near future, or else they will have to be scrapped. We know 
that other tanker owners have had exactly the same experience; some have 
reconstructed or “jumboized” them ; others are considering scrapping. 

The replacement of a vessel today has become a serious financial problem. A 
vessel the size of a T-2 tanker (the original cost of which was about $2,850,000) 
would cost upward of $8 million in a United States yard today. A 45,000-ton 
tanker would cost upwards of $12,500,000. Except for certain specialized serv- 
ices, such replacements will have to be large vessels. 

The fundamental question facing us is where we can get the money to finance 
the construction of new vessels, and how we are going to be able to recover 
these large sums over the useful lives of the vessels. No prudent owner and 
no prudent lender will make an investment unless it is apparent not only that 
the total investment will be recovered over the productive life of the property, 
but in addition, that a major part will be recovered during the early life of 
the vessel, while it is still competitive and before the increasing cost of main- 
tenance and repair cut down on its profitmaking ability. 

The earnings of tankers are established by a competitive market, which es- 
tablishes rates (which fluctuate) applicable to large and small vessels alike. 
When tankers are in balance with demand or in oversupply, it is obvious that 
the large, fast, and efficient tankers make the rate, and the smaller and older 
tankers must meet that rate or lay up. 
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It has been virtually impossible for the unsubsidized vessel owner to obtain 
equity capital by the sale of stock. Since most independent companies have 
grown on borrowed money, they have been unable to set aside, in the face of 
increasing taxation, amounts that even approach the requirements for re- 
placement and expansion. Consequently our source of financing consists of 
loans from institutional lenders. These companies have been cooperative but 
they want their loans paid off in 20 years or less, and they prefer to have the 
greater part of the loan repaid during the early part of the ship’s life. In other 
words they are familiar with our problems of deterioration and obsolescence. 

Our primary requirement, therefore, is to be assured, and to be able to assure 
prospective lenders, that the capital investment can be recovered over a term 
not exceeding 20 years, and that our plans for such recovery and for repayment 
of loans will not be upset by a subsequent change in the rules. It is of equal 
importance that in years when earnings make it possible, we should be able to 
amortize a reasonable amount in addition to ordinary depreciation. We add the 
obvious statement that under this bill the aggregate of depreciation and the 
amounts amortized would never exceed the cost of the vessel plus capitalized 
improvements. Putting it differently the bill would not permit a vessel owner 
to recover more than his total investment. 

At the outbreak of World War II the country found itself with a fleet of tankers 
that was too few in number, too small in size, and too old for economical opera- 
tion. The old ships had to continue to operate even though expensive and ineffi- 
cient until an emergency building program could create the necessary tanker 
supply. It is our view that we are now going through exactly the same process 
that created the 1941 condition. The great bulk of the tanker fleet is becoming 
obsolete from the standpoint of size, speed, and pumping facilities, and is 
badly deteriorated from the standpoint of wastage of plates and internals. In 
the event of an emergency, these ships would be inadequate and would again 
have to be replaced. Although obviously private capital is not going to con- 
struct tankers except to the extent that demand for transportation justifies it, 
we will try at least to maintain the equivalent of our existing carrying capacity 
in up-to-date vessels and will endeavor to expand, if we are given an oppor- 
tunity for proper planning. Proper planning means that we must be able to 
look ahead with confidence that our investment will be recovered within a 
reasonable time. 

Every shipowner wants to be competitive and to have modern and efficient 
vessels. The sooner he can recover his investment, the sooner he will be in 
position to replace existing vessels or to add to the fleet. If the investment 
cannot be recovered within the productive years, the owner faces the prospect 
of operating, over the final years of the required depreciable life, ships which 
may not be able to earn their depreciation. 

S. 2568 would solve this problem without any eventual cost to the Govern- 
ment. In this bill the industry is asking nothing more than normal common- 
sense treatment; it is not asking for anything that the experience of the business 
does not justify. Furthermore, it is asking for less than the major maritime 
nations accord their vessel owners. I understand that this subject has been, 
or will be, elaborated upon, and I shall not go into detail; but it should be noted 
that the harbors of the world are filled with modern vessels of other flags 
and that sensible rules in respect of the recovery of investments is at least 
substantially responsible for it. 

It is our hope that this bill will be passed and that it will be made effective 
as of January 1, 1956. Since that date our companies have received delivery 
of 1 ship of 27,000 deadweight tons and 2 ships of 29,000 deadweight tons, which 
were contracted for a year or so in advance of delivery, and whose chartering 
and financing were based upon the proposition that the proper maximum de- 
preciable and useful life of a tanker was 20 years. Accordingly amortization 
of the loan was based upon the assumption that we would be permitted to de- 
preciate the vessels in accordance with our normal practice, over a term of 
20 years. Subsequently we found that the Bureau of Internal Revenue con- 
templated extending this term, which would result in the loss, through taxation, 
of funds committed to be applied to reduction of the loans made by the insurance 
companies. If it had been established in advance that a life in excess of 20 
years would be required, it is doubtful that we could have built these ships. 
This is an instance of what the industry has faced and what will have to be 
prevented in the future if independent tanker owners are to modernize and 
expand their fleets with private capital. Since vessel depreciation cannot be 
established in advance, and in any event is subject to change by the Bureau 
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of Internal Revenue in later years, the problem has become a guessing game 
in which the Goverment has the last guess and in which, if the owner guesses 
wrong, the results can be disastrous. The passage of this bill would settle 
this problem and would permit us to plan, and to obtain financing, with confidence. 


ScHEDULE A.—Age of United States privately owned tanker fleet, Jan. 1, 1958 
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Mr. Krusen. I have been involved with the shipping industry both 
as counsel and a member of shipowner companies practically all my 
business life. I am appearing here as a vice president and general 
counsel of Charles Kurz & Co., Inc., as counsel for Paco Tank- 
ers, Inc., Keystone Tankship Corp., Kurz Tankers, Inc., and Kurz 
Marine, Inc. This group of companies all own and operate United 
States-flag tankers, a total of 27 vessels. Twenty of those vessels are 
T-2 tankers. One is a small specialized chemical carrier. Six of 
them are new vessels built since 1953. 

We, like anyone else, are interested in having modern equipment, 
we are interested in being competitive, and with some encouragement 
we hope to be able to stay that way. 

However, today the business is different from what. it used to be. 
Years ago the tanker industry was mostly what we called the dirty 
trade. The tankers carried crude oil from the gulf and sometimes 
from Venezuela and other ports like that to the large cities on the 
eastern seaboard where the products were refined. Now that is com- 
pletely changed. Almost the entire bulk of our transportation is so- 

‘alled clean trade and chemical. 

Now, operating in the clean trade with a tanker means that the 
tanker has to be cleaned out, the tanks have to be cleaned, on virtually 
every voyage. That means alternate exposure to sea water, because 
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we put ballast in the tanks, fresh water and either petroleum products 
or chemicals. The result is that after about 8 years of that the bulk- 
heads begin to show what we call wastage, itdeieontionn: The in- 
spection laws require that when a certain amount of wastage appears 
in a plate, it must be replaced. 

Our experience is that from the 8th year until some time, we will 
say, in the 16th year of a vessel in the clean trade, and other operators 

ut a shorter life on this, we face renewing practically all the bulk- 
eads, and by bulkheads I mean the separating plates between the 
tanks. 

Of our 20 T-2 vessels, we have had to jumboize 4. By “jumboize,” 
I mean we build a new and enlarged tank section from the engineroom 
all the way up to the bow, and when the section has been built, we 
bring the old ship in the yard, cut off the bow, cut off the stern, lift 
off the bridge, aa put it back on the new tank section, and we have the 
equivalent of a new vessel so far as the cargo-carrying capacity facil- 
ities are concerned. 

Of course, we still have old machinery and some old parts. Now, 
we didn’t jumboize these vessels at a cost of from $3 million to 
$3,400,000, which, by the way is more than they originally cost, with- 
out having a very moving reason for it. Our reason, of course, was 
that we either had to do that or replace the bulkheads, which would 
be unsatisfactory, because the deck plates, keel plates and other parts 
of the vessel would have to be replaced, or else we would have to scrap 
the vessel. We have a fifth ship which has had a great deal of bulk- 
head work and has had a new tank section added. 

This problem plagues us. The T-2 tanker, which comprises the 
great bulk of all tankers today, is not only obsolete, it is 16,500 tons, it 
has a speed of 1414 knots, but it is wearing out to the point where there 
will have to be mass replacement, and not after the Maritime Admin- 
istration, or the Government finishes making some study, but now. If 
we are to stay in business we have to plan now for what we are going 
to do several years from now, and el ave heard before these ephem- 
eral statements that the matter is being studied and that there will 
be an overall program. 

There have been overall programs before, but they have never solved 
our problem. 

To get back: The steamship business, and in particular the tanker 
business for which I am speaking, is an undercapitalized business, 
and we have the greatest difficulty getting equity capital, so we have 
to borrow our money. 

Now, nobody with any commonsense would either put money into 
this business or lend money unless he were sure that he could get his 
money back before the asset would wear out. In making our nage we 
have to know two things. One is that we are going to be able to re- 
cover more than half eeu investment in the early years of the life of 
the vessel when it is productive and before repairs begin to eat its 
head off, and the second is that our financing plans won’t be upset 
by some change in the rules after the game Latins which has hap- 
pened, and will probably happen again unless this committee stops it. 

We don’t have any reserves that we can replace these vessels with. 
This business, this independent tanker business—and I want to say 
parenthetically we are not affiliated with any oil companies, we don’t 
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own the products we carry, we operate on the market. If the market 
is good, we make money. If the market is bad, we lose money. 

tight now the market is bad and has been for a year and probably 
will be for another year, but that doesn’t mean that we can’t do some 
long-range planning even though business is bad now. 

When we try to borrow money, or when we try to charter a ship 
to an oil company, we can’t get more than a 20-year charter, and we 
have great difficulty getting 1 that long, and we can’t get more than a 
20-year loan. And yet under existing rules we have to depreciate our 
ship, we are told—we are going to fight it—that we must take a 25-year 
life. 

Senator Butter. If it is over 25,000 tons. 

Mr. Krusen. Yes, sir. 

Senator Burier. And that applies to jumboizing ? 

Mr. Krusen. No, a jumbo ship is about 20,000 tons, but we have 
no assurance that the rules are going to stay the same on the smaller 
ships. Let me say to you today “that as one of the exhibits to my pre- 
pared statement shows, out of 53 ships that we knew were being built 
at the beginning of this year, all but 4 are over 26,000 tons, and the 
great majority of them are over 30,000 tons. } Nobody would build a 
small ship today except for some specialized service. You may want 
to send a ship to some small port or to some plant that has small 
capacity. 

Senator Burier. Undoubtedly the trend is to larger ships. 

Mr. Krusen. The trend is to larger ships and the end isn’t in sight. 

To get back to our bill, I think [ have covered the necessity for the 
20-year life. The necessity for amortization is based on two factors. 
The first I think I have covered. We need to get the money when the 
ship is productive, and in particular we need to get it in the years 
when the industry makes money, because this is a cyclical industry. 

Now, the sum of the digits method of depreciation and the declining 
balance are helpful, but they don’t answer your problem for two rea- 
sons. One is that they do not establish a life that we can plan on with 
confidence. 

The second is that they pile up all the depreciation in the early 
years, and those are the earning years, I will admit, but we don’t neces- 
sarily e earn our money in those years. What we need is to be able to 

take the same amount of money over a period of years when we have 
earnings. 

The second reason why we urge this additional amortization is that 
unless we can recover our money rapidly, we will find ourselves at the 
end of the term with obsolete ships, whereas if we can’t get in our 
money sooner we have to fight it out until the end of the life of that 
ship. If we can get our money in sooner we can rebuild the ship, 
jumboize it, or we can replace it that much sooner. 

Now, it makes a great deal of difference tous. Today, for example, 
we are beginning to wonder what inroads atomic energy will make 
on the petroleum industry. We know, of course, that there are experi- 
mental plants that use atomic energy for pox er and light, and if that 
continues to any large degree, and. it probably will, because it repre- 
sents progress, the business of car rying petroleum products will be cut 
down accordingly. 

We are also worried about the inroads of natural gas 
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Senator Butter. It won’t continue until we find a cheaper way of 
generating power with atomic energy. It is quite expensive at the 
moment. 

Mr. Krusen. Twenty years is a long time to plan ahead, and we 
would like to be able to plan a new vessel with the idea that we can 
get our money out of it over the period when we can look ahead. 

Senator Butter. I think the problem is very clear, but I feel that 
this really is a revenue problem, and it is a problem that must be dealt 
with under the Reorganization Act and by the Finance Committee. 
This is really a problem that goes directly to taxation revenue. 

Mr. Krusen. May f make one more suggestion ? 

Senator Burirr. I don’t want to cut you off, we have about 10 
minutes, because we are going to have to go over to a joint meeting with 
the House. We will have to finish up at about 12: 15, but you can come 
back later if you like. 

Mr. Krusen. Depreciation is established under the Merchant 
Marine Act for subsidized operators. Now, I say that it belongs in the 
Merchant Marine Act for unsubsidized operators because of the 
element of national interest that surrounds the unsubsidized vessels as 
well as the subsidized vessels. The only difference is that the unsub- 
sidized vessels don’t cost any money. 

Senator Butter. I would be perfectly willing to present this bill 
on the floor, and I may be wrong in my interpret: ation which is, of 
course, a very hasty one, but I think you would run into a point of 
order on the floor. 

Mr. Krusen. I would like to add a second point, sir. If the depreci- 
able life, a life established for the benefit of the merchant marine, a 
depreciable life of a tanker is thought to be a proper subject for the 
merchant mar ine bill, and I think it is, but if you feel that the amorti- 
zation provision is something that requires specialized treatment, 
then, sir, I would ask that you separate the bill and give us the depreci- 
able life which is ver y valuable to us, and let us fight our battle on the 
amortization somewhere else. 

Mr. Suartro. In effect, separate section B from section C. 

Senator Lauscur. The Finance Committee will definitely insist on 
considering these because they know as well as I that my mail is loaded 
down with industry making the argument (1) the period of depreci- 
ation is too long, depreciation is influenced by the fact that the 
equipment becomes obsolete because of the influence of competition. 

The same principle, or the same causes are argued by practically all 
industries that are argued by you, except yours has a relationship 
maybe more intimately connected with defense. 

Now, my view is that they have got to consider this, what you call, 
accelerated depreciation. In most instances, the ship is worn out 
before the period of depreciation has expired, isn’t that about it ? 

Senator Butter. That is certainly true. In all cases that is true. 

Mr. Krvsen. It is certainly true in ours. 

Senator Butter. The Government, I think, has been very lax in 
not realizing that and giving you more rapid depreciation allowance. 

Senator Lauscne. You think we should divide it into 2 bills; this 
definite life of 20 years into one bill, and what I called accelerated 
depreciation permissible in another bill ? 

Mr. Krusen. Yes, sir. 
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Mr. Suaprro. In consideration of your views, Senator Lausche, 
there is considerable wisdom in taking that approach. 

Senator Lauscur. You feel the fixing of a definite period so your 
art will not be overturned in the middle of the trip ought to be dis- 
posed of by us? 

Mr. Krusen. Yes, and I would like to add another reason for that, 
sir. I say that all of these other benefits that you have made avails able 
to certain parts of the industry are not complete unless the Maritime 
Administration and the industry and the Government are assured 
that the apple cart won’t be upset by reason of some unfavorable de- 
preciation rule. 

Senator Butter. Mr. Dewey is here. Do you wish to make a state- 
ment or will you put it in the record ? 

Mr. Dewey. I will put it in the record, Mr. Senator. We are asking 
for a series of amendments, some four in number, which address 
themselves to the liberalization of the bill to include vessels recon- 
structed, reconditioned, and modernized, so that those vessels which 
are now 13, 14, and 15 years old, particularly in the domestic, the inter- 
coastal, the coastwise and the territorial trades, can look toward re- 
conditioning their vessels, bettering them, perhaps making container- 
type vessels out of them, and getting a 5-year writeoff of that better- 
ment so that they would be encouraged to do it, and that their 
financing counselors and institutions would be encouraged to go along 
with them on it. That is the purpose of our amendments. 

I would make one final suggestion, that this whole problem of 
vessel transfers to foreign flag is bound up in this and other kinds 
of legislation designed to set forth incentives for American nonsub- 
sidized operators to stay under the American flag, and, absent those 
incentives, you are going to have more pressure for more transfers 
to more foreign flags. The subsidized fleet which has these incentives 
is in good shape. The nonsubsidized fleet that has no incentives 
is waning, is petering out, and is seeking at the lower echelon of the 
qualitative echelon of the fleet seeking transfer to foreign flags. This 
kind of legislation is essential, and I am talking now about accelerated 
amortization. It is a merchant marine problem, it is not necessarily 
an internal revenue problem if all tax incentives were placed in the 
hands of the Treasury and the tax-writing committees of the Congress 
there would never be any reflection of those unique qualities of 
different industries in our legislation. The whole Merchant Marine 
Act bypassed the Ways and Means Committee because it was an 
economic necessity for this industry and I would seriously ask that 
this remain intact in this legislation and go through in the Merchant 
Marine Act and not find its way to some shelf in the Finance Com- 
mittee. 

Senator Burier. Well, that effort, of course, will be made, but 
under the Reorganization Act it seems to me the Committee on 
Finance would have a perfectly valid objection to the bill on a point 
of order. 

Mr. Krusen. If you have any questions, Senator, I can come back. 
If you haven’t, I won't come back. 

Senator Burier. No, indeed. I would come back for your eon- 
venience. 
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(The prepared statement of Mr. Dewey is as follows :) 


STATEMENT OF RALPH B. DEWEY, PRESIDENT, PACIFIC AMERICAN STEAMSHIP 
ASSOCIATION, RE 8S. 2568 


My name is Ralph B. Dewey, president of Pacific American Steamship Associa- 
tion, a nonprofit trade association comprised of the major American flag ship 
operators on the Pacific coast. We appear in support of 8S. 2568. 

The principal purpose of this legislation is to provide for accelerated amortiza- 
tion to owners of United States-flag ships as one means of accumulating reserves 
for vessel replacement. This legislation is limited to vessels over 3,500 gross 
tons and with a sea speed of not less than 14 knots, constructed in a United 
States shipyard. 

This legislation has been before the Congress for 10 years and was originally 
a part of the so-called long-range shipping bill, which received such extensive 
consideration in 1950 by this committee. Even at that time, it was called to 
the attention of this committee that there was a compelling necessity to make 
provision for the accumulation of reserves on nonsubsidized vessels engaged 
in both foreign and domestic commerce of the United States if they were to 
survive. Actually, the benefits of S. 2568 are not limited to unsubsidized 
vessels, although by reason of other more beneficial provisions of law, it is 
highly unlikely that any subsidized line would make use of this new section 
512 of the Merchant Marine Act. 

The Pacific American Steamship Association has within its membership a 
number of domestic ship operators engaged in coastwise, intercoastal and terri- 
torial trades, who look upon this legislation as of utmost importance to re- 
placement of their vessels. However, in order to realize the full benefits of 
accelerated amortization, and without in any sense violating the principle of 
the bill as introduced, we respectfully submit for your consideration a number 
of amendments, the purpose of which is to include within the purview of this 
legislation not only new vessels but vessels which have been substantially re- 
constructed, reconditioned, or modernized. In this regard, we submit four 
amendments : 

1. On page 2, line 7, we would add a sentence the purpose of which is to define 
reconstructed vessels as follows: 

“For purposes of this section, a reconstructed vessel shall be a vessel sub- 
stantially reconstructed, reconditioned, or modernized, as determined by the 
Secretary of Commerce, in a shipyard located within the United States under 
a contract entered into on or after January 1, 1956: Provided, That such vessel 
after such substantial reconstruction, reconditioning, or modernization otherwise 
meets, except as to date of construction and delivery, the herein stated 
definition of a new vessel.” 

2. On page 2, line 13, we would add an amendment, the purpose of which 
is to set forth the minimum period within which cost of reconstruction shall 
be depreciated as follows: 

“Every citizen of the United States who owns or who has acquired a recon- 
structed vessel as herein defined shall, at his election, be entitled to depreciate 
the cost of such reconstruction, together with the undepreciated balance of such 
vessel, over such period, not less than 5 years from the date of completion of 
such reconstruction, as he may determine.” 

3. On page 3, line 3, we would strike the word “The” and insert the word 
“Any”. On page 3, line 6, we would strike the word “the” and insert the words 
“a new”, and on page 3, line 6, we would place a comma after the word “vessel” 
and add the following language: “or, in the case of a reconstructed vessel, for 
the taxable year in which such reconstruction is completed.” 

4. On page 4, line 5, insert a new subsection (g) as follows: 

“(g) If a new or reconstructed vessel has been so acquired or reconstructed 
prior to the date of enactment of this act, the owner shall have a period of 90 
days following said date within which to notify Treasury Department of any 
elections he desires to make pursuant to subsection (b) or (c) for taxable 
years ending after January 1, 1956, and prior to said date of enactment.” 

The necessity for these amendments is firmly grounded in the economics in 
the operation of ships in the domestic trades. Most of our domestic trade 
vessels are at least 14 years old and have not had enough after tax earnings 
to accumulate replacement funds. Rather than continuing to operate out- 
dated ships, a number of owners of domestic vessels (coastwise, intercoastal, 
and territorial trade) have indicated their desires to substantially reconstruct 
their present vessels so as to make them more competitive and more efficient, 
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and to extend their useful lives. It is necessary for the investment in such 
reconstruction that a definite depreciation schedule be set forth in order to 
encourage the financing of such reconstruction. 

If the legislation as introduced is meritorious, and we think that it is, then 
the amendments proposed are equally meritorious, and so far as is known have 
no opposition in the maritime industry. 

As for the basic tax principle embodied in this legislature, we think it is long 
overdue for the shipping industry. Furthermore, it is economically sound and 
has ample precedent both in domestic tax statutes and in tax regulations in 
foreign countries. In the 1950 hearings, it was revealed that there were a num- 
ber of places within our own tax structure where other industries, individuals, 
and special groups are given tax incentives benefiting their unique economic 
circumstances. For example, compensation for individual works of literary, 
musical, or artistic nature are extended over 3 years or more to avoid undue 
taxation; a percentage depletion is allowed for certain natural resources in 
order to recognize their depletion aspects, and in order to create incentives for 
investment in developing our natural resources; and so forth. (See pp. 342- 
346 of pt. 2 of the Senate hearings on 8S. Res. 50, 81st Cong.) 

Furthermore, there is a direct parallel between this legislation and the rapid 
amortization amounting to over $13 billion provided for defense installations 
in the Korean war period. The criteria then was national defense, and it 
should be a criteria in considering this particular legislation. 

In foreign countries, shipowners are offered selective accelerated amortiza- 
tion as an incentive to new construction and as a device to equalize the tax 
advantages allowed to vessels registered under so-called flags of convenience. 
These tax incentives vary widely between countries, but include as much as 40 
percent writeoff in the first year, and are used by a number of countries, in- 
eluding Argentina, Brazil, Canada, Cuba, Denmark, France, Italy, Norway, 
Sweden, United Kingdom, and Venezuela. 

The simple truth is that our present United States fleet consists of ships 
whose capital cost was low in comparison with replacement cost, and whose 
normal depreciation of 5 percent per year is so out of phase with financial needs 
as to dictate some sort of special treatment. 

Aside from the economic and defense necessity of providing incentives for 
accumulation of reserves for ship replacement, and aside from the obvious fact 
that incentives provided in this legislation are far less than that which is 
provided in many foreign countries, there is another important reason for the 
early passage of this legislation. This committee and others in tiie Congress 
have for many years been urged to stop the transfer of United States-flag ves- 
sels to foreign registry, and the various inquiries into this matter have resulted 
in what is now a very restricted framework for such transfers, under super- 
vision of the Maritime Administration. But all of the inquiries and all of the 
restrictive regulations to stop vessel transfers are only substitute solutions. 
The root cause is the fact that about two-thirds of the ships in the United 
States Merchant Marine are ineligible for subsidies, and are therefore ineligible 
for the many tax benefits that go with a subsidy contract. Unless something 
is done soon, and unless it is broad enough and liberal enough to be useful, 
Congress can’t very well criticize unsubsidized American shipowners for want- 
ing to go to a foreign-flag operation. What this legislation does is to take a 
small step forward toward giving unsubsidized lines some measure of tax ad- 
vantage enjoyed by subsidixed lines. 

It cannot be denied that tax incentives enjoyed by subsidized lines have been 
an important factor in the healthy condition that that segment of our mer- 
chant marine has achieved. Perhaps the results of passage of S. 2568 will 
bring new health and vitality to our unsubsidized fleet. It is a start in the 
right direction. 

S. 2568 (As Proposep To Be AMENDED) 


A BILL To amend the Merchant Marine Act, 1936, as amended, to promote and encourage 
the construction, and to expedite the financing from private sources, of vessels suitable 
for use in the foreign and domestic trade of the United States, and for defense purposes, 
and to encourage the maintenance of shipyards and to preserve the supply of skilled 
shipyard workers 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That title V of the Merchant Marine 
Act, 1936, as amended, is amended by adding at the end thereof a new section 
to read as follows: 

“Seo. 512 (a) For purposes of this section a new vessel shall be (i) a vessel 
in excess of three thousand five hundred gross tons capable of a sustained 
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speed of not less than fourteen knots, constructed in a shipyard located within 
the United States and delivered by the builder on or after January 1, 1956; 
(ii) acquired by a United States citizen for operation under the United States 
flag; (iii) suitable for use in the domestic or foreign commerce of the United 
States. For purposes of this section, a reconstructed vessel shall be a vessel 
substantially reconstructed, reconditioned or modernized, as determined by the 
Secretary of Commerce, in a shipyard located within the United States under 
a@ contract entered into on or after January 1, 1956; provided, that such vessel 
after such substantial reconstruction, reconditioning or modernization other- 
wise meets, except as to date of construction and delivery, the herein stated 
definition of a new vessel. 

“(b) Every citizen of the United States who has acquired a new vessel as 
herein defined shall, at his election, be entitled to depreciate the cost of ac- 
quisition of such vessel, together with subsequent capital additions, over such 
period, not less than twenty years from date of acquisition, as he may determine. 
Every citizen of the United States who owns or who has acquired a recon- 
structed vessel as herein defined shall, at his election, be entitled to depreciate 
the cost of such reconstruction, together with the undepreciated balance of 
such vessel, over such period, not less than five years from the date of com- 
pletion of such reconstruction, as he may determine. Such election shall not 
thereafter be subject to change except with the written consent of the United 
States and the owner of such vessel, and the depreciation so elected shall be 
deductible from gross income for purposes of Federal income, war profits, and 
excess profits taxes. 

*“(e) In addition to the depreciation allowable under subsection (b), every 
citizen of the United States who has acquired a new vessel as herein defined 
shall, at his election, with respect to each taxable year, be entitled to amortize 
an additional amount not exceeding 5 per centum of the cost of acquisition of 
such vessel, together with subsequent capital additions, and the amortization 
so elected shall be deductible from gross income for purposes of Federal income, 
war profits, and excess profits taxes. 

“(d) [The] Any election to take depreciation under subsection (b) shall be 
signified by a statement in the Federal income tax return of the owner of such 
vessel for the taxable year in which he acquires [the] a new vessel, or, in the 
case of a reconstructed vessel, for the taxable year in which such reconstruction 
is completed. Such statement shall set forth the vessel or vessels in respect of 
which the election is exercised and the basis upon which depreciation shall be 
taken. 

“(e) The election to take amortization under subsection (c) for any taxable 
year with respect to such vessel shall be signified by a statement in the Federal 
income tax return of the owner of such vessel for such taxable year. Such 
statement shall set forth the vessel or vessels in respect of which the election 
is exercised and the amount thereof with respect to each vessel as determined 
by the owner. Such election and the amount so determined shall be irrevocable 
for the year in which made. 

“(f) If at the end of the year in respect of which amortization is taken under 
subsection (c) the owner of such vessel shall be indebted to the United States 
under notes evidenced by a mortgage on the vessel, the amount of such amorti- 
zation shall be paid to the United States within thirty days after the due date 
of the Federal income tax return of the owner for such year in reduction of 
such indebtedness. Such payment shall be in addition to any other amount 
required to be paid under said notes and mortgage in respect of such year. 

“(g) If a new or reconstructed vessel has been so acquired or reconstructed 
prior to the date of enactment of this act, the owner shall have a period of 90 
days following said date within which to notify Treasury Department of any 
elections he desires to make pursuant to subsection (b) or (c) for taxable years 
ending after January 1, 1956, and prior to said date of enactment.” 


Senator Burter. We have Mr. Coles here who has a statement. 
Would you like to have it made a part of the record ? 


STATEMENT OF MARVIN J. COLES, AMERICAN TRAMP 
SHIPOWNERS ASSOCIATION 


Mr. Cores. I only wish to say that I agree with Mr. Krusen and 
Mr. Shapiro’s point of view completely. We feel that these tankers 
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don’t have a physical life of 20 years, and therefore it just doesn’t 
make sense to give them a depreciation schedule for that. 

Secondly, we believe that this will provide not only aid in building 
today’s ships, but spin off the funds which will make possible build- 
ing tomorrow, sir. 

Senator Burier. Thank you very much. 

(The prepared statement of Mr. Coles isas follows: ) 


STATEMENT ON S. 2568 By MARVIN J. CoLes, ATTORNEY 


For purposes of the record may I say that my name is Marvin J. Coles. I 
am a member of the law firm of Coles & Goertner. As attorneys, we represent 
the American Tramp Shipowners Association as well as numerous American 
tanker and dry-cargo shipowners. On their behalf I wish to support the enact- 
ment of S. 2568. 

Mr. Krusen and Mr. Shapiro have covered the background and need for this 
bill so thoroughly that it is unnecessary for me to go into detail concerning it. 
Accordingly, my statement will be brief. 

At the present time there is little possibility of the construction of American- 
flag tramp carriers. Until an operating subsidy is made available to tramp 
ships, their construction for United States registry is obviously impossible. If, 
however, such operating subsidy should become available so that tramp ships 
can be constructed, I believe that the provisions contained in S. 2568 would 
be helpful in rounding out the picture so as to provide a consistent 20-year 
period under the Merchant Marine Act, 1936, for subsidy purposes, for mortgage 
purposes, and for tax purposes. 

As for tankers, several of our clients are now building large American-flag 
tankers. For them the enactment of S. 2568 is most important. I am informed 
that the actual physical life of a modern tanker is less than 25 years, largely 
due to corrosion problems and the resultant inability of such ships to meet Coast 
Guard and Classification Society requirements without tremendous rebuilding 
or conversion expense. This factor seems conclusively proven by the fact that 
less than 2% percent of the American tanker fleet is over 20 years old, and less 
than 1 percent is over 25 years. 

In addition to the physical obsolescence in a period of less than 20 years, 
we must also note the economic obsolescence resulting from improvements in 
ship construction and growth in the size of vessels. With tankers becoming 
progressively larger, it becomes impossible for older and smaller tankers eco- 
nomically to continue in operation for a 20- to 25-year period. From the in- 
formation which I have been furnished, I doubt very seriously that high cost 
American-flag tankers with their strict safety standards and their high repair 
costs could possibly continue in economic operation for a period of Over 20 years. 
And if the recent developments in tanker size continue over the next 20 years 
as they have in the past 20 years, tankers of today will be unable economically 
to compete with those of tomorrow. 

Basically, S. 2568 is a bill designed to facilitate a shipbuilding and replace- 
ment program under United States flag. When a 25-year period is taken as the 
depreciation base, it becomes exceedingly difficult to finance the new construc- 
tion, as too few dollars may be left available after taxes to service mortgage 
payments which, to my knowledge at least, do not exceed 20 years. With a 
25-year life, the cash throwoff after taxes requires higher earnings than a 20- 
year period with accelerated amortization in order to meet debt service on a 
loan of identical amount. 

Perhaps of even greater importance is that a depreciation period in excess 
of 20 years prevents today’s tanker from generating sufficient funds for the 
building of tomorrow’s new ships. With the 20-year depreciation period and 
the accelerated amortization which would be authorized by S. 2568, shipowners 
should be able to generate funds which could be used for building new vessels. 
With the 25-year period and no accelerated amortization, the time in which an 
owner gets back his investment capital for use in building the second ship may 
be long drawn out. With this bill, funds could be available from today’s build- 
ing which could enable Owners to start their new vessel construction many 
years sooner. 

May I invite the committee’s attention to the fact that this bill could assist 
in obtaining new construction without any additional cost to the Government. 
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It does not expand any existing subsidy, mortgage guaranty, or other aids. 
It should not reduce the Government’s total tax recovery, for it must be remem- 
bered that the total depreciation and amortization covered by this bill cannot 
exceed 100 percent of the cost of the vessel plus capital improvements thereon. 
Accordingly, the amount deductible from income prior to computation of tax is 
not in any way increased. The sole purpose of this bill is to permit depreciation 
and amortization deductions to be taken at an earlier time, in order to make 
the funds available for new building and for payment on the existing ship’s 
mortgage obligation. Parenthetically, I am informed that Great Britain and 
other maritime nations give their shipowners similar accelerated depreciation 
allowances in order to encourage new building under their flags. 

This committee has long advocated the development of the American mer- 
chant marine through the building of new vessels. As I believe the enactment 
of S. 2568 will assist in accomplishing that purpose, I believe that this bill is 
in accordance with the policies which this committee has promulgated and 


fought for. Accordingly, I respectfully recommend its enactment to the com- 
mittee. 


Admiral Honsinger is here, representing Rear Adm. A. G. Mumma, 
USN, Chief of the Navy’s Bureau of Ships, and we would like very 
much to have you present or put in the record Admiral Mumma’s 
statement, whichever you would like to do. Or you may put it in 
and supplement it. 

Admiral Honsrneer. If you have time, sir, I would put it in. Our 
comments are relatively brief. I might say that with regard to S. 3361, 
our main point is that the Mariner ships have been very valuable 
ships in the past many years, but basically we defer to the Maritime 
Administration, of course, in connection with the bill. 

In connection with the other bill, S. 2568, our principal point is that 
the definition of the ship’s life is to our mind a little bit at variance 
with what we would recommend. The definition states that the ships 
shall be a ship in existence on the 1st of January 1956 means that in 
1970, for example, a ship might be 12 years old. We would recom- 
mend that that date be removed to make a definition more logical, 
and that the speed which is now stipulated at 14 knots in this year, 
it seems like that is a lower speed than we should use. Those are the 
gists of the statements, sir. 

Senator Butter. Thank you very much, Admiral. It is very nice 
to have you here. 


(The prepared statement of Rear Adm. A. G. Mumma is as fol- 
lows:) 


STATEMENT OF REAR ApM. A. G. MumMMA, USN, CHIFF OF THE NAvVy’s BUREAU 
OF SHIPS, ON 8. 2568 


Mr. Chairman and members of the committee, I am pleased to have this oppor- 
tunity to present the views of the Navy, on behalf of the Department of Defense, 
on §S. 2568, a bill which would grant certain tax privileges to any citizen of 
the United States who has acquired a new vessel. One of the purposes of the 
bill, as set forth in the preamble, is to amend the Merchant Marine Act of 
1936, as amended, for defense purposes. 

The bill defines a new vessel as, (1) a vessel in excess of 3,500 gross tons 
capable of a sustained speed of not less than 14 knots, constructed in a shipyard 
located within the United States and delivered by the builder on or after Jan- 
uary 1, 1956; (2) acquired by a United States citizen for operation under the 
United States flag; and (3) suitable for use in the domestic or foreign commerce 
of the United States. 

It is true that any successful plan for promoting and encouraging shipbuilding 
adds to the Nation’s mobilization potential by developing and maintaining our 
country’s shipbuilding skills and facilities. However, for defense purposes a 
maximum speed of 14 knots is not satisfactory for a new vessel. Present Navy 
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concepts for merchant-type ships capable of ready and economical conversion to 
military and naval auxiliaries and for certain other types of ships suitable for 
defense use envisage a desired speed capability of 18 to 20 knots, or higher. 

Further, considering only defense purposes, in permanent legislation of this 
type it would be desirable to provide that the minimum speed capability shall 
be as determined from time to time in coordination with the Secretary of the 
Navy. A satisfactory minimum speed for new naval auxiliaries at present might 
be less than that required in future years, because of the continuing progress in 
shipbuilding and design. 

The fixed date of January 1, 1956, will moreover, lose its effectiveness as time 
progresses. For example, in the year 1970 a vessel meeting all of the other 
requirements of the bill might be acquired by a United States citizen for 
operation under the United States flag. This vessel would then meet all of the 
requirements of the bill, although it would not be a new vessel as contemplated 
by the bill. For this reason, it is recommended that a new vessel be defined 
as one completed and delivered within 1 year preceding the period when the 
tax privileges of the bill begin to operate. 

For these reasons the Navy objects to 8S. 2568. I would hasten to point out, 
however, that this objection is not to the general purpose of the bill but only 
to the definition of new vessels. 


Senator Butter. Is there anybody else that would like to comment 
on either one of these bills? 

Mr. Suartro. May I submit a statement on ship construction for 
the record ? 

Senator Burier. Yes, indeed, it will be made a part of the record, 
Mr. Shapiro. (See p. 67.) 

We have here some supporting statements for the record, which I 
would like to make a part of the record, and governmental reports, 
letters, and telegrams. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, August 29, 1957. 
B-115130. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


Dear Mr. CHAIRMAN: Your letter of July 18, 1957, acknowledged July 19, re- 
quested our comments on two bills, including 8S. 2568, 85th Congress, entitled 
“A bill to amend the Merchant Marine Act, 1936, as amended, to promote and 
encourage the construction, and to expedite the financing from private sources, 
of vessels suitable for use in the foreign and domestic trade of the United 
States, and for defense purposes, and to encourage the maintenance of shipyards 
and to preserve the supply of skilled shipyard workers.” 

The proposed bill would amend title V of the act by adding thereto section 
512, entitling the owner of a new vessel, as defined therein, to depreciate the 
cost of the vessel for Federal tax purposes over a period not less than 20 years, 
according to whatever basis of depreciation the owner may determine and 
elect and so signify in his Federal income tax return. An election once made 
could not be changed except by mutual consent. In addition to such deprecia- 
tion, the owner could elect to take an additional deduction for each taxable 
year of up to 5 percent of the cost of the vessel, the amount of such amortization 
to be applied against any mortgage indebtedness on the vessel due the United 
States and the election to be indicated on the Federal income tax return. 

The bill apparently contemplates a depreciation allowance of 5 percent a 
year for 20 years with an option for the shipowner to amortize up to 5 percent 
additional in years of reasonably good earnings. As worded, however, the 
bill is subject to the construction that it would authorize the shipowner to fix 
any schedule of depreciation he desired just so long as it extended over 20 
years. It may be desirable to provide that the schedule of depreciation adopted 
be made in accordance with generally accepted accounting principles and methods, 
and thereby prevent the use of an arbitrary basis unrelated to the economic use 
and life of the vessels. 

We presume that the bill contemplates that the total amount of depreciation and 
amortization to be deducted under subsections (b) and (e), respectively, shall 
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not exceed the cost of acquisition of such vessels, together with subsequent 
capital additions, less their residual value. We recommend that any considera- 
tion of the bill include an amendment providing this express limitation. 

Since the bill does not state what effect accelerated tax deductions would have 
upon the cost basis of the vessels, for tax purposes in event of sale or other dispo- 
sition, there exists the possibility of repeated conversions of ordinary income into 
eapital gain income. 

We believe that the need of the proposed legislation for subsidized operators 
appears doubtful and warrants closer scrutiny in view of the funding devices 
and tax benefits now existent under the 1936 act. In this connection their de- 
preciation is required to be funded, if earned, and flexibility in funding vessel 
replacements is afforded by the voluntary deposit of earnings which are tax 
deferred. 

One objective of the bill is to expedite private financing of vessel construction 
from private sources. In this regard, it should be noted that since the introduc- 
tion of a virtually identical bill in the 88d Congress (S. 1879), Congress has pro- 
vided for 100 percent Government insurance on ship mortgages in the act of 
August 7, 1956, 70th United States Statutes at Large, page 1087. Insofar as we 
are aware, it has not been demonstrated nor urged that further inducement 
to obtain financing from private sources is necessary. 

In view of the probability that most of the construction of ‘new vessels,” as 
defined in the bill, will be financed by private lenders on Government-insured 
mortgages, the requirement that the amount of any additional deduction taken 
under subsection (c) be applied to reduce any mortgage held by the United 
States would have little, if any, applicability. Accordingly, since the pro- 
posed bill does not require any funding, except for indebtedness due the United 
States, there exists the possibility that benefits derived thereunder may be di- 
verted to uses other than the replacement or construction of new vessels. 

The definition of a “new vessel” as one delivered “on or after January 1, 1956” 
would permit successive owners of such vessels to take advantage of the acceler- 
ated amortization on the basis of their acquisition costs, notwithstanding the 
age of such vessels at the time they are acquired. 

The question of whether the proposed accerated tax amortization (which 
would be operative in peacetime as well as during periods of national emergency 
and would be available to all shipowners) should be adopted is a matter of policy 
for the determination of Congress. However, we have consistently recommended 
against benefits in the form of tax deferments and tax exemptions for the ship- 
ping industry, and it is noted that Congress has passed and cleared for the 
President on August 14, 1957, H. R. 232, 85th Congress, which will restrict rapid 
amortization to specialized defense facilities and to defense research and de- 
velopment facilities. 

For the reasons indicated, we do not recommend enactment of S. 2568. 

A separate report is being made on 8. 2571, enclosed with your letter of July 18. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Washington, D. C., June 17, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce 
United States Senate, Washington, D. O. 


My DeaR Mr. CHAIRMAN: Your request for comment on S. 2568, to amend 
the Merchant Marine Act, 1936, as amended, to promote and encourage the 
construction, and to expedite the financing from private sources, of vessels 
Suitable for use in the foreign and domestic trade of the United States, and 
for defense purposes, and to encourage the maintenance of shipyards and to 
preserve the supply of skilled shipyard workers, has been assigned to this 
Department by the Secretary of Defense for the preparation of a report thereon 
expressing the views of the Department of Defense. 
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This bill would amend the Merchant Marine Act, 1936, to provide that an 
owner of a new vessel may be entitled to (@) depreciate the cost of acquisition 
of such vessel together with subsequent: capital additions over such period, 
not less than 20 years from the date of acquisition, as he may determine, and 
(b) amortize an additional amount not exceeding 5 percent of the cost of 
acquisition of such vessel, this amortized amount to be deductible from gross 
income for purposes of Federal income, war profit, and excess profit taxes. 

Insofar as the bill involves the financial aspects of depreciation and amortiza- 
tion, its effects on the mobilization potential are minor and no comment is 
made on the merits thereof. However, there are important defense considera- 
tions contained in the definition of a ‘“‘new vessel” in the bill. 

The bill defines a new vessel as (1) a vessel in excess of 3,500 gross tons 
eapable of a sustained speed of not less than 14 knots, constructed in a shipyard 
located within the United States and delivered by the builder on or after 
January 1, 1956, (2) acquired by a United States citizen for operation under 
the United States flag, and (3) suitable for use in the domestic or foreign 
commerce of the United States. 

For defense purposes, a2 minimum speed of 14 knots is not satisfactory for a 
new vessel. Further, considering only defense purposes, in permanent legis- 
lation of this type it would be more beneficial to provide that the minimum 
speed shall be as determined from time to time in coordination with the 
Secretary of the Navy. A satisfactory minimum speed for new naval auxili- 
aries at the present time might be less than that required in future years 
because of the continuing progress in shipbuilding and design. 

Similarly, the fixed date of January 1, 1956, will lose its effectiveness as 
time progresses. Should this bill be favorably considered, it is recommended 
that a new vessel be defined as one completed and delivered within 1 year 
preceding the period when the subject tax privilege begins to operate. 

If amended in accordance with the foregoing, the Department of the Navy 
on behalf of the Department of Defense would interpose no objection to the 
enactment of S. 2568. 

This report has been coordinated within the Department of Defense in 
accordance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the 
Budget that there is no objection to the submission of this report on S. 2568 
to the Congress. 

For the Secretary of the Navy. 

Sincerely yours, 


R. Y. McErroy, 
Captain, United States Navy, 
Deputy Director, Legislative Liaison. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 30, 1958. 

B-115130. 

Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


DEAR Mr. CHAIRMAN: This is in response to your request of July 23, 1958, for 
our views on 8. 2568, which you advise is a clean bill resulting from the deletion 
of certain sections from the bill as introduced and originally considered by your 
committee. 

The bill, as revised, would permit shipowners to depreciate the cost of acqui- 
sition of vessels acquired from builders on or after January 1, 1956, together with 
subsequent capital additions, over a period of 20 years or more, as they may 
elect. The bill would have application only to nonsubsidized operators, since 
subsidized operators are required by title VI of the Merchant Marine Act, 1936, 
as amended, to depreciate the cost of their vessels over a period of 20 years. 

The bill, if enacted, would affect the Federal income taxes payable by ship- 
owners of the subject vessels and correspondingly the tax recoveries of the Gov- 
ernment. It has been the long-standing policy of this office to leave to the Treas- 
ury Department the consideration of matters relating to Federal taxes. Accord- 
ingly, we take no position with respect to the merits of the bill. 
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It is noted that the revised purpose of the bill is to encourage vital vessel 
construction by private citizens through recognition of a statutory useful life 
of a vessel. To what extent, if any, a 20-year depreciation option to the owner 
as against the present depreciation period for tax purposes, which we understand 
is longer than 20 years, would encourage ship construction for realization of the 
purpose of the bill, we cannot say. As a general proposition, it is undoubtedly 
a sound concept applicable to most, if not all, industries that more liberal depre- 
ciation provisions for tax purposes offer an incentive for the construction or 
accelerated replacement of physical facilities. However, in our opinion this fac- 
tor by itself is not controlling. Other considerations, such as financial resources 
of the owners, current and prospective business conditions, and the climate of 
the financial market, are of major importance, possibly more than the factor of 
depreciation. However, we believe that these same considerations apply in vary- 
ing degrees to the maritime industry. 

A copy of this letter is being forwarded to Senator Lausche in response to his 
request for our views on the clean bill. 

Sincerely yours, 
JosePH CAMPBELL, 
Comptroller General of the United States. 





THE SECRETARY OF COMMERCE, 
Washington, July 30, 1958. 
Hon. WarrEN G. MaGnvuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


Dear Mr. CHAIRMAN: This letter is in reply to your request of July 23, 1958, 
for the views of this Department on a revised draft of the bill, S. 2568, omitting 
the provisions for permissive rapid amortization and retaining the provisions for 
elective depreciation for tax purposes of vessels of specified minimum size and 
speed built in the United States (acquired by United States citizens from the 
builder, with delivery on or after January 1, 1956) over periods of not less than 
20 years from date of acquisition from the builder. 

The Department favors the objective of the revised bill and recommends con- 
sideration by Congress of amendment of the bill as hereinafter set forth. 

The provision of the revised bill which would authorize the use of a 20-year 
vessel life in computing depreciation for Federal tax purposes is supported by 
experience. 

Tables 1 and 2 attached hereto show the ages at which privately owned United 
States-flag oceangoing tankers and freighters have been scrapped since 1921, the 
earliest year covered by our records. The list totals only 48 tankers and 91 
freighters, because it includes only ships of these types that remained under 
private ownership and operation until they were scrapped. 

The ages at which ships were scrapped ranged from 4 to 51 years for freighters, 
and from 6 to 39 years for tankers. 

The overall average scrapping ages for both types are almost the same, 26.9 
years for freighters and 26.4 years for tankers. 

We believe that the overall scrapping ages of 26.4 years for tankers and 26.9 
for freighters are somewhat inflated, and unreliable as indicators of what may be 
expected in the future. The only time when wars or the aftermath of wars 
were not dominating influences on ship life was in the 1930’s. There were both 
good and bad years in this period. It may not be considered normal, but it is 
the most normal period covered by our records. The average scrapping ages 
shown for this period, 20.6 years for tankers and 23.7 years for freighters, are 
the result in part of a carryover of ships whose life had been extended by the 
conditions existing in previous years. Eliminating ships whose life was extended 
by abnormal conditions prior to the 1930's from the tabulation would reduce the 
average scrapping age of tankers in that period to 17.5 years, and of freighters 
to 19.7 years. 

New development will influence the speed of obsolescence. Since World 
War II, the advent of the supertanker has given a striking example of how 
technological developments can change the relative economic position of a whole 
generation of ships in a short time. The smaller ships have not yet been com- 
pletely supplanted by the supertankers, and there will always be a place for 
them in certain services; but it is only a matter of time before the smaller 
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ships in general will be in a marginal or submarginal competitive position. 
Unquestionably, this will shorten their life. 

Nobody knows exactly where the trend toward larger and larger tankers will 
stop, or whether some new development will make the supertankers of today 
economically obsolete before their physical life runs out. 

With respect to dry carguv ships, there are strong economic incentives for im- 
proving cargo handling methods and equipment, speeding turnaround, avoiding 
multiple handling, providing door-to-door service, simplifying stowage, and pre- 
venting pilferage through various measures from relatively simple changes in 
eargo handling equipment to construction of new types of ships for efficient 
handling of containers, trailer bodies, or vehicles on wheels. 

Other radical developments, such as the commercial use of atomic power for 
ship propulsion, and the development of high-speed submarine carriers or 100- 
knot hydrofoil ships, are within the range of possibility or probability within the 
reasonably near future. The possibility of obsolescence must obviously be taken 
into account in estimating the life expectance of new ships under present cir- 
cumstances. 

Standards of normal life expectancy for ships cannot reasonably be based on 
historical averages reflecting the influence of highly abnormal circumstances; 
and, on the record, a depreciation life of 20 years for oceangoing tankers and 
freighters is more consistent with the pertinent facts than one of 25 years. 

If the committee considers the revised bill favorably, it should be amended to 
exclude vessels covered by operating-differential subsidy contracts. The Mer- 
chant Marine Act, 1936, as amended, already contains provisions relating to de- 
preciation for subsidized vessels. Furthermore, the President (budget message 
to Congress for fiscal 1959) has stated that a review is being made of maritime 
legislation including the laws governing subsidies, to determine what changes, if 
any, are needed. Pending completion of this review, no change should be made 
in existing provisions of law relating to depreciation for subsidized vessels. Ex- 
clusion of vessels covered by operating-differential subsidy contracts can be ac- 
complished by inserting in line 13, page 2, of the revised bill, after the word “‘de- 
fined,” the following: “and who does not hold an operating-differential subsidy 
contract under title VI of this Act with respect to the operations of such vessels”’. 

The Bureau of the Budget has advised that it would interpose no objection to 
the submission of this letter to the committee. 

Sincerely yours, 


SINCLAIR WEEKS, 
Secretary of Commerce. 





OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, July 30, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: This is in response to your request for the Depart- 
ment’s views on §S. 2568 (committee print of July 17, 1958), to amend the Mer- 
chant Marine Act, 1936, as amended, to encourage vital vessel construction by 
private citizens through recognition of a statutory useful life of a vessel. 

S. 2568 would add to title V of the Merchant Marine Act, 1936, as amended, a 
new section providing for the election of a depreciation allowance based on the 
cost of acquisition of new vessels, together with subsequent capital additions, 
computed over a period of not less than 20 years from the date of acquisition. 
The benefits conferred by this legislation would be restricted to acquisitions of 
new vessels. New vessels are defined as those in excess of 3,500 gross tons, 
capable of a sustained speed of not less than 14 knots, constructed in a shipyard 
located within the United States, delivered by the builder on or after January 1, 
1956, acquired from the builder by United States citizens for operation under 
the United States flag, and suitable for use in the domestic or foreign commerce 
of the United States. 

An election to depreciate the cost of acquisition of a new vessel, together with 
the cost of capital additions thereto, as provided by the bill, would not be subject 
to change thereafter except with the written consent of the United States and 
the owner of the vessel. 

The object of the proposed legislation, as its title indicates, is to encourage 
private construction of vessels for use in foreign and domestic trade. Your com- 
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mittee will recall that in order to promote a high level of investment in plant and 
equipment, the Congress substantially liberalized the tax treatment of deprecia- 
tion in 1954. One of the new provisions in the 1954 code permits taxpayers to 
compute depreciation under the declining-balance method which permits about 
two-thirds of the cost of an asset to be depreciated in the first half of its life as 
compared to half of the cost under the old straight-line method. Another new 
provision authorized written agreements between taxpayers and the Internal 
Revenue Service as to the useful life and rate of depreciation for assets. These 
agreements can be overturned only prospectively and only by the presentation of 
facts and circumstances not taken into account at the time the agreements were 
made. If the service proposes the change, it must establish the need for it; if 
the taxpayer initiates the change, the burden of proof is on him. 
The reforms in 1954 were important. We have continued to examine the tax 
treatment of depreciation allowances for all industries. Among the proposals 
which have been made are proposals for statutory lives for various categories 
of property. Reasonable life estimates which are not inconsistent with ex- 
pected experience in a dynamic economy may be appropriate to give certainty in 
depreciation allowances and to facilitate replacement of capital equipment. The 
20-year life established in the bill is not inconsistent with service lives now 
deemed appropriate in certain situations. 
Any service life established by statute should be coupled with a provision 
that taxpayers making use of it should be required to treat profits on sales of 
the depreciated property as ordinary income rather than capital gains. Such a 
provision would prevent an abuse which otherwise might arise in those instances i 
where the actual useful life turned out to be substantially longer than the life 
provided under the law. In such instances if property were fully depreciated 
and then sold, the depreciation deduction taken against ordinary tax rates would 
be only partially offset by the capital gains tax on the profit arising from what 
| turned out to be too rapid depreciation. 
The committee print of July 17, 1958, is considered preferable to the original 
bill in that it does not include provision for an additional allowance of 5 per- 
cent at the option of the taxpayer. This additional allowance, added to the 
regular allowance arising from a 20-year life, would have permitted a writeoff 
of the entire cost over 10 years under straight-line depreciation which would 
appear to be unreasonably short. 
From the standpoint of tax policy, the Treasury Department would not ob- 
ject to S. 2568 (committee print of July 17, 1958) if it were amended to prevent 
abuse as suggested above. 
Attention is called, however, to the reference to water transportation on page | 
M43 of the President’s budget message for the fiscal year ending June 30, 1959. 
The Department’s position on tax legislation is made without reference to any 
other legislation which may be appropriate in connection with the replacement 
period for ships receiving operating subsidies or other nontax matters. 
The Bureau of the Budget has advised the Treasury Department that there 
is no objection to the presentation of this report. 


Sincerely yours, 
Frep C. ScrIsner, Jr., 


Acting Secretary of the Treasury. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE AND CIVILIAN MOBILIZATION, 
Washington, D. C., July 30, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


DeaR SENATOR MaAGNuSON: This will reply to the request of your committee 
for our views on S. 2568, a bill dealing with the maritime service. 

There is no question that the availability of an efficient merchant marine in 
time of full mobilization would be of great importance to the national defense. 
This is particularly true of the tanker fleet. The bill is intended to encourage 
the construction of new vessels by private parties and we are, of course, in 
accord with that objective. 

As to the merits of the devices proposed to aid private parties to provide 
shipping, we would defer to the views of the Department of Commerce. 
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The Bureau of the Budget advises that it has no objection to the submission 
of this report. 


Sincerely, 
JOHN S. PATTERSON, 


Deputy Director 
(For Leo A. Hoegh). 


DEPARTMENT OF STATE, 
April 28, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, d 
United States Senate. | 

Dear SENATOR MaGnuson: Reference is made to your letter of July 18, 1957, | 
inviting the comments of the Department of State om 8. 2568, a bill to amend 
the Merchant Marine Act, 1936, as amended, to promote and encourage the 
construction, and to expedite the financing from private sources, of vessels 
suitable for use in the foreign and domestic trade of the United States, and 
for defense purposes, and to encourage the maintenance of shipyards and to 
preserve the supply of skilled shipyard workers. An interim acknowledgment 
of your letter was made by the Department on July 22, 1957. 

The Department of State perceives no appreciable foreign policy implications 
in this bill, and accordingly has no comment to offer regarding the desirability 
of the enactment of 8. 2568. 

The Department has been informed by the Bureau of the Budget that there 
is no objection to the submission of this report. 

Sincerely yours, 


WILLIAM B. MAcOMBER, Jr., 
Assistant Secretary 
(For the Secretary of State). 





UNITED STATES DEPARTMENT OF JUSTICE, 
OFFICE OF THE DEPUTY ATTORNEY GENERAL, 
Washington, D. C., May 12, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 
Dear Senator: This is in response to your request for the views of the Depart- 
ment of Justice concerning the bill (S. 2568) to amend the Merchant Marine 
Act, 1936, as amended, to promote and encourage the construction, and to ex- 
pedite the financing from private sources, of vessels suitable for use in the 
foreign and domestic trade of the United States, and for defense purposes, 
and to encourage the maintenance of shipyards and to preserve the supply of 
skilled shipyard workers. 
The purpose of the bill apparently is to promote and encourage the construc- 
tion of vessels by granting certain tax benefits to shipbuilders and workers 
through longer periods of depreciation and amortization. 
Whether the bill should be enacted involves questions of policy concerning 
which the Department of Justice prefers to make no recommendation. 
The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 
Sincerely yours, 
LAWRENCE E. WALSH, 
Deputy Attorney General. 
| 





Socony Mosrt Or Co., Inc., 
New York, N. Y., June 16, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman of Senate Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 
Dear Mr. CHAIRMAN: I am submitting herewith a statement which I have 
prepared on the subject of obsolescence and normal life span of tank vessels. 
Since the information contained in this statement reflects the actual experience 
which my company has had over a period of many years in the operation of 
tank vessels, I think that it may be of some value to you in your consideration of 
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S. 2568. I believe that the passage of this bill would be beneficial to all concerned 
in the construction and operation of tank vessels and I am hopeful that this bill 
will be enacted into law. 
Yours truly, 
A. M. LISSENDEN, 
Manager, Construction € Repair Division. 


STATEMENT OF ARTHUR M. LISSENDEN, MANAGER, CONSTRUCTION AND REPAIR 
DIVISION, MARINE TRANSPORTATION DEPARTMENT OF SocoNy Mosrit O11 Co., INc. 


My name is Arthur M. Lissenden. I am manager of the construction and 
repair division, marine transportation department of Socony Mobil Oil Co., Inc., 
which owns and operates a substantial number of tank vessels documented 
under the United States flag. I am submitting this statement in support of 
S. 2568. This statement deals with the factors of obsolescence and normal 
life span of tank vessels. 

Obsolescence takes two forms: firstly, strictly wastage; and secondly, obso- 
lescence from the standpoint of the pure economics of tanker transportation. 

The great majority of United States-flag tankers are in a service which, by 
its very nature, differs from the trades or operations of tankers generally world- 
wide. Specifically, United States-flag tankers nearly always are traded in the 
clean trade (which is double the volume of dirty trade coastwise) for a con- 
siderable period of time and, for the most part, for the number of years that 
their physical condition in this rigorous trade permits. This is a natural 
United States flag coastwise condition where preponderantly clean products, 
i. e., gasolines, kerosine, and light fuel distillates are handled usually simul- 
taneously in the same ship, but varying in their respective quantities from 
voyage to voyage, thus compelling an inordinate amount of tank cleaning. As 
is well known, this fact in turn precipitates corrosion and internal wastage in 
spite of all the progress made and efforts which have been expended by the 
industry in recent years to arrest it. Although it cannot be denied that certain 
crude oils, because of their inherent qualities, do have an adverse effect on 
tanker internals, especially the bottom plating, that, as a problem, in no way 
compares with the hard usage to which United States-flag tankers are ordinarily 
subjected. 

From our experience, and we do not think it varies greatly from that of other 
United States-flag operators. United States-flag tanker tonnage, having com- 
menced its life span in the aforementioned arduous clean trade, passes through 
three separate stages as respects the physical condition of its cargo-carrying 
section. From the time of delivery as a new vessel up to the point where the 
ship is somewhere between 8 and 12 years of age, the vessel successfully en- 
dures the wastage created by tank washing and the various combinations of 
exposure to salt atmosphere, salt water, and gasolines. Up to this point no 
steel renewals have become necessary, but somewhere in the area of 8 to 12 
years of age, heavy expenditures become required for steel renewals. Our ex- 
perience indicates that at that approximate point in the vessel's life around 
$300,000 worth of steel replacements is necessary to keep a 16,500 deadweight- 
ton ship operating. As an example, our company during the tanker depression 
of 1953 decided to dispose of 2 T-2 tankers, both of which were only in their 
10th year of life. 

The second phase is that which lies between the 8th to 12th years and the 
16th year where again, at the end of the period, another large expenditure 
for steel replacement is required. Most probably, the vessel will have been con- 
verted to the transportation of dirty oil during this period, but notwithstanding 
the lesser corrosive aspects of transporting dirty oil, the 16th year (approxi- 
mately) is always the year of decision. We have two recent typical examples of 
coming to such a crossroad where the wastage was so severe that we were com- 
pelled to install new middle bodies entirely, i. e., jumboize the vessels, both of 
which tankers were constructed in 1939 and both jumboized in 1957. The cost 
was about $2,500,000 each. This would have been done 2 years earlier had ship- 
yard facilities been available, and the record shows that one vessel ran for 
a year under a provisional classification certificate which would not have been 
granted were it not for the Suez Canal crisis. 

The third category, involving ships beyond 16 years of age expiring before 
they reach the 20-year mark, plainly exists within the recent history of our 
United States-flag fleet. Two tankers, built in 1935, were sold for scrap in their 
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18th year, with the average wastage of internals at 35 percent and facing the 
necessity of renewal of most of the bottom plating in each ship. These two 
tankers had been in clean trade for about 12 years. Between the 12th year and 
the end of their lives, each had had steel renewals approximating $300,000, and 
at the time they were scrapped it would have taken greater amounts than that 
to continue them in operation. 

There is also another type of obsolescence which, when considered in relation 
to depreciation rates especially, is probably an even more potent factor. Eco- 
nomic or technological obsolescence must in no sense be overlooked since its 
influence upon a shipowner is, in conjunction with physical depletion, a most 
compelling reason for his desire to make the transition to modern tankers— 
up-to-date ships with greater speed, greater cargo discharging capacity and, 
above all, a vastly greater deadweight—with all these things leading, as an 
offset to inflated construction costs and annually increasing crew wages, to lower 
unit cost of transportation. Socony Mobil has constructed for use under United 
States-flag within the past 4 years 6 tankers varying between 25,000 and 29,000 
deadweight-tons and has on order 2 more of 30,000 deadweight-tons each, when 
at the same time the rest of its United States-flag fleet averages only 14 years 
of age as of today. What does this really demonstrate? We think it is obvi- 
ous that, economically, the 18 United States-flag warbuilt tankers which we 
have still operating are obsolete in their 18th, 14th or 15th year of life from 
the standpoint of transportation economics even though they are still trading 
and in class. 

Now, if in the 12 of 183 postwar years we believe wartime-built tankers have 
become obsolete, earlier than their physical obsolescence, must we not assume 
that proportionately the same will occur in the case of ships built in the last 
4 or 5 years? Certainly, technological progress in most engineering spheres 
is becoming more rapid rather than slowing down. Nuclear propulsion for 
tankers is now receiving your serious consideration, and it does not seem logical 
to doubt that in the next 15 years a whole new concept and pattern of an 
efficient, economic ocean tankship design will delevop. 

It has always been our understanding that the Congress is greatly concerned 
with the United States merchant marine as an arm of national defense. We 
believe that the provisions of S. 2568 will encourage the use of private capital 
in tanker building. I am sure that you are aware that a great number of new- 
building tankers, not only for independent owners but for the larger oil com- 
panies, are financed through private lending institutions of one kind or another. 
When an independent owner and a lending institution are involved it is essential 
that a schedule of charter hire which will balance the expense in the form of 
amortization of loan for financing the cost of construction, interest on the loan, 
and depreciation be agreed between the owner and charterer. The real ques- 
tion is, How can such a balanced schedule be made if the depreciation rate is 
in doubt or subject to regulation which is changeable without notice, rather 
than law which would be permanent? Another feature which must be con- 
sidered is the fact that the normal maximum period for which a construction 
loan can be obtained is 20 years, and this is the exception rather than the rule. 
Shorter periods of amortization are much more readily available and can be 
secured at lower interest cost. 

In view of the above I sincerely urge the passage of S. 2568. 


ARTHUR M. LISSENDEN. 


LAKE CARRIERS’ ASSOCIATION, 
Cleveland, Ohio, June 13, 1958. 
S. 2568. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


DrAR SENATOR MAGNUSON: This association respectfully urges the prompt en- 
actment of S. 2568, which would permit a vessel owner to depreciate the cost of 
acquisition of a new vessel over a period of 20 or more years and at its election 
with respect to each taxable year to amortize an additional amount not exceed- 
ing 5 percent of the cost of acquisition of such vessel. 

Lake Carriers’ Association is an organization comprised of some 28 vessel 
companies owning and operating in the aggregate about 324 vessels enrolled 
and licensed under the laws of the United States for trade on the Great Lakes. 
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In past years the Committee on Interstate and Foreign Commerce has on oc- 
casion considered legislation amendatory of the Merchant Marine Act of 1936 
to provide, among other things, for a statutory rule for the amortization of 
vessel construction costs. In each instance this association has urged enact- 
ment of a rule which would permit vessel owners to amortize vessel construction 
costs in variable amounts up to a maximum percentage fixed by statute. Such 
a rule, it is believed, is essential to the development and maintenance of an 
adequate privately owned merchant fleet on the Great Lakes, the trade of which 
is subject to extreme fluctuations from year to year. 

Great Lakes vessels are almost exclusively engaged in the transportation of 
bulk commodities such as iron ore, coal, limestone, grain, and oil. In recent 
years two distinct trends have developed in this commerce. First, international 
trade between the United States and Canada has increased and, second, the 
portion of such trade transported in United States vessels has become less and 
less. 

Whereas the Lake Superior district formerly supplied about 85 percent of the 
iron ore requirements of the Nation, it has been predicted that by 1975 this per- 
centage will be less than 50 percent. By that time this country will be consum- 
ing more than 80 million tons of Canadian ore annually, together with some 
24 million tons of ore from other sources such as South America and Africa 
(Skillings’ Mining Review May 31, 1958). 

Simultaneously with the growth of international trade between the United 
States and Canada, our vessels have lost ground to their Canadian competitors 
because of higher construction and operating costs. Thus, in 1925, when the 
Great Lakes trade in bulk commodities between the two countries amounted to 
only 9,900,000 tons, 76 percent moved in United States bottoms. Today, the 
percentage is only 29 percent, and it is reasonable to expect that in the future it 
will be even less. 

Apart from the fact that Canadian costs are approximately 6624 percent of 
United States costs, Canadian operators have a further advantage in that they 
have certain tax benefits as well. Under the Canadian Vessel Construction 
Assistance Act (RSC 1952, ch. 45, as amended) Canadian operators are per- 
mitted to elect to deduct in any one year as much as 3314 percent of the total 
cost of acquisition of a new vessel for the purpose of computing income under 
the Canada Income Tax Act. While 8. 2568 will by no means equalize the dis- 
parity in costs between United States and Canadian vessels it will offer some 
incentive to develop a more adequate Great Lakes fleet. 

Completion of the St. Lawrence seaway next year will place American operators 
at an even greater disadvantage for they then will be faced with the competition 
of large overseas-flag vessels in the international trade in bulk commodities 
between the United States and Canada. 

It is essential that this country maintain a strong fleet of modern bulk cargo 
vessels on the Great Lakes capable of transporting a fair share of the expanding 
international commerce with Canada, as well as our own domestic Great Lakes 
commerce. In order to achieve this, many operators must go forward with new 
construction. A more favorable rule of depreciation and amortization such as 
that proposed by S. 2568 would offer some encouragement in this respect. 

It is requested that copies of this letter be made available to all members of 
the committee considering S. 2568 and that it be made a part of the record of 
the hearing to be held on June 16, 1958. 

Very truly yours, 
LYNDON Spencer, President. 





SHIPBUILDERS COUNCIL OF AMERICA 
New York, N. Y., June 16, 1958. 
Subject: S. 2568, to encourage the construction of vessels, etc., by permitting 
additional amortization. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D. C. 


My Dear SENATOR: This statement is submitted by the Shipbuilders Council 
of America on behalf of its membership to set forth their position in support of 
pending bill S. 2568, which would add a new section 512 to the Merchant 
Marine Act, 1936. The section to be added would permit any American owner 
of a vessel built in the United States after January 1, 1956, to depreciate it on a 
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20-year basis. It would also permit a measure of additional rapid tax amortiza- 
tion. 

The purpose and effect of the bill, among other things, would be to generate 
additional shipbuilding in the United States. Indirectly, by restricting this 
tax privilege to American-flag vessels, the bill would also eventually result 
in additional work for American ship repair yards, as the vessels built as a 
result of enactment of S. 2568 could be expected to have their repair work accom- 
plished in the United Statest except in an emergency. 

The Merchant Marine Act, 1936, was thoughtfully designed by Congress to 
promote the entire American merchant marine. In recent years, on the basis of 
experience, its scope has been broadened and its details perfected to a degree with 
the intent that it more fully accomplish this objective. That the act could well be 
further modified and improved insofar as nonsubsidized and domestic shipping is 
concerned has long been recognized. The long-range shipping bill, the tanker 
legislation, and the Federal ship mortgage insurance amendments are recent 
changes in the act that depend in some part on this motivation. However, the 
ship replacement problem of the nonsubsidized operator remains unsolved. The 
unrealistic vessel depreciation schedules which apply to nonsubsidized 
and domestic vessels threatens to vitiate any vessel construction stimulation 
contained in the 1936 act. 

The basic purpose of depreciation is, of course, to provide long-term capital 
replacements from earnings which accrue during the useful life of the capital 
assets. It follows that the procedure used should conform with the earnings 
pattern of the industry to which it is applied. In an industry of irregular 
earnings such as shipping, the depreciation method allowed for tax purposes 
should be such as to take these erratic swings into consideration. 

The laws of most major maritime nations do so; it is not a novel suggestion. 

It is understood that the details of S. 2568 have been carefully considered by 
the various segments of the maritime industry to meet this problem and that, 
if enacted, the bill will help provide financial conditions under which non- 
subsidized American-flag operators in the domestic and high seas trades will 
be better able to replace their vessels and add to their present fleets. 

To the extent that new vessels may be constructed and operated under the 
United States flag, as a result of the enactment of S. 2568, the shipbuilding and 
repair yards of this country will be assisted in maintaining a shipbuilding and 
repair base capable of expansion if and when required. 

The members of the council endorse the enactment of the bill as a means 
of stimulating shipbuilding in this country, thus promoting the national in- 
terest by enhancing the stability of the shipping, shipbuilding, and ship repair 
industries. 

Respectfully yours, 
L. R. SANForD, President. 


BETHLEHEM STEEL Co., INC., 
SHIPBUILDING DIVISION, 
New York, N. Y., June 12, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington 25, D. C. 

DEAR SENATOR MAGNUSON: I am writing in support of bill S. 2568 intro- 
duced by you and on which, I understand, hearings will be held before the 
Senate Subcommittee on Interstate and Foreign Commerce on Tuesday, June 
17, 1958. I am indeed sorry that I will be unable to appear in person before 
your subcommittee in support of this bill, but I will be out of the country on 
that date. 

I have studied the proposed bill S. 2568 and feel that it is a most important 
piece of legislation to the American merchant marine, the shipbuilding and 
ship repairing industry and to the overall security of the United States. 

As you are well aware, it is essential to any business enterprise that the 
initial investment in facilities to carry on the business be recovered in an orderly 
fashion over the economically productive period of the facilities. The same 
requirement applies to the investment in a new vessel and in planning a new 
vessel it would be immeasurably helpful, in my opinion, if the shipowner could 
be able for tax purposes to rely upon fully depreciating his investment in the 
new vessel within a maximum of 20 years. In the absence of such assur- 
ances, the shipowners have experienced great difficulty in financing the cost of 
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new vessels as lending institutions are most reluctant to advance funds for 
periods in excess of 20 years. This difficulty has been unquestionably instru- 
mental in curtailing the construction of some new vessels which would otherwise 
have been built and would have resulted in upgrading the American merchant 
marine. 

Your proposed bill S. 2568 recognizes this problem and works toward its cor- 
rection, and I would appreciate your recording my wholehearted endorsement 
of it at your hearings. 

I have taken the liberty of sending copies of this letter to the other members 
of your subcommittee and to the other interested Senators as noted below. 

With kindest personal regards to you. 

Very truly yours, 
D. D. STROHMEIER, 
Vice President. 


Mosite, ALA., June 13, 1958. 
Senator WARREN G. MAGNUSON, 
Chairman, Senate Subcommittee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D. C.: 
We are familiar with bill S. 2568 and believe it will be a great help to the 
shipbuilding and repairing industry. We strongly advocate its passage. 


ALABAMA Dry Dock AND SHIPBUILDING Co. 





NEwWPorT NEws, VA., June 17, 1958. 
Hon. WARREN G. MAGNUSON, 
Senate Office Building, Washington, D. C.: 

We endorse proposed legislation S. 2658, 85th Congress, 1st session, re deprecia- 
tion of United States merchant vessels. This proposai cUnsidered in interests of 
maintaining United States flag fleet in higher standard of readiness. Improved 
and flexible method of depreciation should enable operators of United States 
flag vessels to update their fleets through new construction and modernization. 
Proposal considered consistent with Merchant Marine Act, 1936, which requires 
replacement of subsidized vessels at end 20 years and also consistent with tax 
writeoffs granted last year on part of cost of some privately financed new 
construction considered to be in interests of national defense. Known fact 
that depreciation allowances over past 20 years totally inadequate to cover 
replacement costs of vessels today. Increase in labor and material costs in 
shipbuilding result in estimated cost today of equivalent of vessel built 15 
to 20 years ago being 3 to 5 times original. Increase in new construction 
and major modernization will inure to benefit of Government through more 
employment in shipyards and shipyard supplies plus helping preserve supply 
of skilled shipyard workers. Also consider unless private financing in ship 
construction encouraged a related increase in Government subsidy for construc- 
tion may be necessary. 

NEWPORT NEWS SHIPBUILDING & DrypdocK Co. 
By W. E. BLEwett, Jr., President. 


NEw York SHIPBUILDING Corp., 
Camden, N. J., June 12, 1958. 

Subject: Statement supporting S. 2568, to amend the Merchant Marine Act, 
1936, as amended, to promote and encourage the construction, and to expedite 
the financing from private sources, of vessels suitable for use in the foreign 
and domestic trade of the United States, and for defense purposes, and to 
encourage the maintenance of shipyards and to preserve the supply of skilled 
shipyard workers. 


Hon. WarRREN G. MAGNUSON, 
Chairman, Subcommittee on Merchant Marine, 
Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D. C. 
My Dear SENATOR MAGNUSON: As shipbuilders, we find that a principal handi- 
cap to the construction of vessels by our customers in the American merchant 
marine is the difficulty in arranging financing over long or uncertain periods 
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of time. They find it essential in planning a new tanker for example, that 
they be able to rely upon fully depreciating the vessel within a maximum of 
20 years. If they are unable to rely upon this, they have encountered the great- 
est difficulty in financing the cost of new vessels because lending institutions 
are unwilling to lend for periods in excess of 20 years. Furthermore, unless 
they can have some assurance of obtaining a return on their investment or in 
paying off the construction loans within the period of economic usefulness of 
the vessel, they are unable to put aside the money for the replacement of obso- 
lete ships. Inability to recover their investment in a reasonable time through 
a rational system of depreciation is also one of the major barriers confronting 
our ship customers in raising risk capital by the sale of stocks or bonds. 

Wre therefore are strongly in favor of the provisions of 8. 2568, believing that 
this bill will assist in providing a continuing ship replacement program which 
is vitally needed if we are to have a stable and healthy shipbuilding industry. 

We wish to make this statement a part of the hearings now being held by 
your committee. 

Very truly yours, 
H. W. PIERCE, 
Vice Chairman of the Board. 


Boston, Mass. 
Hon. WARREN G. MAGNUSON, 


Senate Office Building, Washington, D. C.: 


As traditionally unsubsidized United States flag operators of long standing, 
we urgently recommend passage of S. 2568. It will provide increased incentive 
and perhaps prove the very measure to assure our maintaining our traditional 
operations now subject to question in view of financial problems of vessel re- 
placement. Further, it will tend to offset even greater concessions made to our 
competitors by their national governments. 

C. R. WALTON, 
Vice President, Mystic Steamship Division 
Hastern Gas & Fuel Associates. 


San Francisco, Carrr., June 16, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, United States 
Senate, Washington, D.C.: 


The Pacific American Tankship Association is composed of companies located 
on the Pacific coast of the United States owning and/or operating tankships. 
We respectfully urge prompt and favorable action on S. 2568 in order to 
establish statutory authority for realistic yet flexible treatment of depreciation 
of vessels for income-tax purposes and to create more favorable atmosphere 
for financing and for the investment of risk capital in new tankships. We 
further request that our views be made a part of the written record of the 
hearings being conducted before your committee. 


Pactric AMERICAN TANKSHIP ASSOCIATION, 
S. P. Jenxrns, President. 


ASSOCIATION OF AMERICAN RAILROADS, 
Washington, D. C., June 17, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


DEAR SENATOR MaGNuson: Thank you for your letter of June 6, 1958, advising 
that the Senate Committee on Interstate and Foreign Commerce will hold 
hearings on §. 2568, a bill to encourage construction of vessels, ete., on Tuesday, 
June 17. In lieu of a personal appearance, I am submitting the views of this 
association by this letter and will greatly appreciate it if you will have it in- 
corporated in the record of the hearings. 

For the purpose of promoting the construction of new vessels for operation 
under the United States flag and suitable for use in domestic or foreign com- 
merce of the United States, this bill proposes to amend title V of the Merchant 
Marine Act, as amended, by adding thereto a new section. 
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After defining a new vessel for purposes of the section, the bill proposes that, 
at the election of every citizen who has acquired any such vessel, its costs of 
acquisition shall be depreciated over a period of not less than 20 years. It goes 
on to provide that, in addition to such depreciation, the owner of any such 
vessel “shall, at his election, with respect to each taxable year, be entitled to 
amortize an additional amount not exceeding 5 percent of the cost of acquisition 
of such vessel * * *.” Both the depreciation and additional amortization deduc- 
tions, where elected to be taken, are deductible from gross income for purposes 
of Federal income, war profits, and excess-profits taxes. 

A literal reading of these provisions could result in the conclusion that this 
bill provides for a double recovery of the cost of acquisition of a new vessel by 
deductions from gross income for income-tax purposes of depreciation, based 
on a useful life of not less than 20 years, and, in addition, a deduction of 5 per- 
cent for amortization. (It could even be argued that since the amortization 
is not limited to any specified number of years it would continue even after 20 
years, thereby resulting in more than recovery of double the cost.) While such 
a conclusion, from a technical construction of the bill, appears sound, it is not 
believed that this result was intended. Rather, it is believed that taking the 
depreciation and amortization deductions together, there would be an accelerated 
recovery of cost over a 10-year period rather than 20 years which would obtain 
if either provision were elected separately. Certainly, no taxpayer under exist- 
ing law is to recover, by any method, more than 100 percent of his cost of 
acquisition. 

It is pertinent to point out here, that the railroads in their recent advocacy 
of the construction reserve idea before this committee, did not propose a deduc- 
tion of more than 100 percent of cost. Their proposal specifically provided that 
property acquired through tax deductible construction reserves would thereafter 
give rise to no depreciation deductions whatever. Consequently, the return of 
sapital to the railroads would be limited in total amount to just what would be 
returned through the operation of normal depreciation deductions. 

To the extent that this bill is intended to provide a shorter period for recovery 
of cost through depreciation and amortization allowances, this association sup- 
ports its objective and respectfully requests that the bill be amended so as to 
accord similar treatment to the railroads. 

The need of the railroads for treatment of this kind is equally as great as 
that of the maritime industry and equal treatment of competitors clearly war- 
rants that the relief proposed be accorded to the two industries simultaneously. 

Respectfully yours, 
GreGcory S. PRINCE. 


INDUSTRIAL UNION OF MARINE AND SHIPBUILDING 
WorKERrsS oF AMERICA, AFL-—CIO, 
Camden, N. J., June 11, 1958. 


Re S. 2568, a bill to amend the Merchant Marine Act, 1936 


Senator WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Washington, D. C. 


Dear Srr: We have read with great interest your measure §S. 2568, a bill to 
amend the Merchant Marine Act, 1936, as amended, to promote and encourage the 
construction, and to expedite the financing from private sources, of vessels suit- 
able for use in the foreign and domestic trade of the United States, and for 
defense purposes, and to encourage the maintenance of shipyards and to preserve 
the supply of skilled shipyard workers. 

This measure actually permits accelerated amortization of vessels by amend- 
ment of title V of the Merchant Marine Act, dealing with construction differential 
subsidy. 

At present, amortization of a vessel is based upon the life of a vessel as set 
forth under the Merchant Marine Act. Except during times when accelerated 
amortization was allowed, immediately after the war, amortization has usually 
proceeded on a 20-year basis. 

Your proposal will allow accelerated depreciation on a 10- to 20-year basis at 
the rate of 5 percent additional per year, for a maximum amortization of 10 per- 
cent in any one year. 

As you know, under the Merchant Marine Act, excess profit of any subsidized 
operator is recoverable by the United States at the rate of 50 percent of all profit 
over 10 percent of base, over a 10-year average. 





i 
| 
| 





MERCHANT MARINE LEGISLATION 55 


This bill would allow the operator, during those years in which his profits are 
too large, to take double amortization and thus to avoid repayment to the 
Government for that year’s operations, if he so desires. However, since, once 
the ship has been amortized, all earnings will go into profits—the United States 
doesn’t lose the money—payment is merely postponed. 

We see no reason why accelerated amortization should not be allowed for our 
vessels. Almost every country in the world, with the exception of the United 
States allows accelerated amortization. For example: 

Norway and Sweden permit the taxpayer to write off in the year of acquisi- 
tion, or to amortize “overprice,’ the amount by which actual cost exceeds cost 
considered to be “normal.” 

France and Sweden permit as a deduction any depreciation which is booked. 
Sweden also permits the taxpayer to utilize in a future year any depreciation 
which has not benefited the company from a tax standpoint. 

The United Kingdom permits the taxpayer to write off 40 percent of the cost 
of a vessel plus normal depreciation in the year of acquisition and to carry 
forward without time limit any depreciation which exceeds the profit for the 
year. 

The Netherlands permit a special depreciation allowance equal to 33%4 percent 
of the cost of fixed assets acquired or contracted for between December 31, 1949, 
and January 1, 1953. 

We would very much appreciate your inserting this letter in the record of any 
hearings which your commitee may hold on this measure. 

We trust you will give this matter your earnest consideration. 

Sincerely yours, 
JOHN J. Grocan, President. 


Senator Butter. Is there any further testimony? If not, the com- 
mittee will stand in recess. 
(Whereupon, at 12: 16 p. m. the committee adjourned. ) 
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WEDNESDAY, JUNE 18, 1958 


Unirep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

Senator Butter. Now, Mr. Morse, you are also here on S. 3361. 

Mr. Morse. Yes, sir. 

Senator Butter. Have you a statement you would like to make in 
connection with that ? 

Mr. Morse. I have a prepared statement on that also, Senator. 

Senator Buriter. Now, before you make that statement, I have a 
statement that I had prepared to be a part of this record, and I will 
just offer that asa part of the record. 

It is indeed a pleasure to have the opportunity to express my views 
favoring early approval of Senate bill 3361, which would provide for 
the construction of 30 new merchant vessels. As provided by the bill, 
the Maritime Administration, Department of Commerce, would de- 
termine a vessel of appropriate design and upon completion of con- 
struction, would operate, charter, or sell such vessels in a manner as 
would best carry out the policy of appropriate provisions of the Mer- 
chant Marine Act (1936). 

This Nation has recognized the importance of a strong merchant 
marine as an arm of our defense effort. The Joint Chiefs of Staff 
as well as the Office of Defense Mobilization have expressed their 
concern over the lack of sufficient funds to maintain merchant ships 
in a state of readiness to face a national emergency. 

We have just voted additional billions to the military to enable it 
to meet. the challenge of Soviet Russia’s scientific achievements and 
tremendous advance in the fields of modern warfare. But without 
a strong merchant fleet we cannot have a complete national defense. 
Today this is the weakest point—it is the Achilles heel of our defense 
effort. 

It is quite true that we recognize the importance of such a fleet 
but recognition is no substitute for action. We know that many of 
our merchant ships in the World War II category will soon become 
obsolete and that national policy dictates their replacement in the na- 
tional interest. Yet we do nothing about voting replacement funds. 

Aside from the serious defense implications, building up the 
strength of our merchant fleet can materially contribute to the solution 
of the unemployment situation in the shipping industry and assist 
the general economy. The bill which I authored and which is under 
consideration today will also, if enacted, be in effect an antirecession 
measure. 

In view of the pressing need for these ships, Congress must give 
speedy approval to this proposal. At this point I will place in the 
record a copy of the bill, and reports from the Department thereon. 
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(The material referred to is as follows :) 


[S. 3361, 85th Cong., 2d sess.] 


A BILL To promote the national merchant marine policy by providing for the construction 
of thirty merchant vessels 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That, in order to more effectively carry out 
the national policy expressed in section 101 of the Merchant Marine Act, 1936, 
the Maritime Administration, Department of Commerce, shall, in accordance 
with the provisions, other than section 701, of title VII of such Act, have con- 
structed thirty merchant vessels of either the mariner or such other type as 
may be best suited to carry out such policy. After completion of construction 
of such vessels the Maritime Administration shall provide for the operation, 
charter, or sale of such vessels in such manner as will best carry out such policy 
and is in accord with the provisions of such title relating to the operation, 
charter, or sale, respectively, of vessels. 

Sec. 2. There are authorized to be appropriated such amounts as may be 
necessary to carry out the provisions of this Act. 


COMPTROLLER GENERAL OF THE UNITED States, 
Washington, March 19, 1958. 
B-135403. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


Dear Mr. CHAIRMAN: Further reference is made to your letter of February 
27, 1958, acknowledged on March 3, requesting the comments of the General 
Accounting Office concerning S. 3361, 85th Congress, 2d session, entitled “A 
bill to promote the national merchant marine policy by providing for the con- 
struction of 30 merchant vessels.” 

We have no special information or knowledge as to the need for or desira- 
bility of the vessels, particularly in view of the current ship replacement obliga- 
tions of subsidized operators engaged in the foreign trade and the substantial 
decline of bareboat chartering activities of Government-owned vessels for the 
account of private industry. In view thereof, we have no recommendation to 
make with respect to enactment of the proposed legislation. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
Washington, D. C., June 16, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: Your request for comment on S. 3361, bill to pro- 
mote the national merchant marine policy by providing for the construction of 
30 merchant vessels, has been assigned to this Department by the Secretary of 
Defense for the preparation of a report thereon expressing the views of the 
Department of Defense. 

This bill would provide for the construction by the Maritime Administration 
of 30 merchant ships of either the Mariner type or such other type as may be 
best suited to carry out the policy expressed in section 101 of the Merchant 
Marine Act, 1936. 

Construction of these vessels would be extremely helpful in overcoming block 
obsolescence of this Nation’s merchant fleet. Further, modern merchant vessels, 
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particularly those of the Mariner type, would be highly useful as naval aux- 
iliaries in time of war or national emergency. 

While this Department cannot comment on the desirability, relative to the 
overall national budgetary requirements, of the large expenditure of public 
funds which would be entailed, this bill, if enacted, would have the desirable 
effect of assisting in the development and maintenance of the mobilization 
potential of the shipbuilding industry. It should be noted that a number of 
our ship construction centers are located in areas having a labor surplus. 

For the foregoing reasons the Department of the Navy, on behalf of the 
Department of Defense supports legislation having as its aim the acquisition 
of additional merchant ships and the development of the mobilization potential 
of the shipbuilding industry ; however, as the program contemplated under this 
bill would be primarily the responsibility of the Department of Commerce, this 
Department defers to the views of the Department of Commerce with respect 
to the desirability of S. 3361 in accomplishing those aims. 

This report has been coordinated within the Department of Defense in ac- 
cordance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report on §S. 3361 to the 
Congress. 

Sincerely yours, 
C. R. Harrison, 
Captain, United States Navy, 
Director, Legislation Division, 
(For the Secretary of the Navy). 


OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, June 20, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views 
of this Department on 8. 3361, to promote the national merchant marine policy 
by providing for the construction of 30 merchant vessels. 

The proposed legislation would require the Maritime Administration to have 
30 merchant vessels constructed and would authorize the appropriation of such 
amounts as may be necessary for that purpose. 

The proposed legislation is not of primary interest to this Department and 
the Department has no comment to make as to its general merits. However, 
it is suggested that your committee critically examine the expenditures that 
would be authorized by the bill to determine whether they are essential when 
viewed in relation to expenditures necessary to provide adequately for our 
national security or whether they would contribute to the stability and growth 
of the national economy. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 

JULIAN B. Batrp, 
Acting Secretary of the Treasury. 


DEPARTMENT OF JUSTICE, 
OFFICE OF THE Deputy ATTORNEY GENERAL, 
Washington, D. C., March 10, 1958. 
IIlon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 
Dear SENATOR: This is in response to your request for the views of the 
Department of Justice concerning the bill (S. 3361) to promote the national 
merchant marine policy by providing for the construction of 30 merchant vessels. 
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The bill has been examined, but since the subject matter thereof is not related 
to any of the activities of the Department of Justice, we would prefer not to 
offer any comment concerning it. 

Sincerely yours, 
LAWRENCE E. WALSH, 
Deputy Attorney General. 


Senator Butter. Now, Mr. Morse, if you will proceed. 


STATEMENT OF CLARENCE G. MORSE, MARITIME ADMINISTRATOR, 
DEPARTMENT OF COMMERCE 


Mr. Morse. The bill S. 3361 would direct the Maritime Adminis- 
tration, Department of Commerce, in accordance with the provisions 
of title VII (except sec. 701) of the Merchant Marine Act, 1936, 
to have constructed “30 merchant vessels of either the Mariner or 
such other type as may be best suited to carry out” section 101 of that 
act. 

After completion of construction of such vessels, the Maritime Ad- 
ministration shall provide for the operation, charter, or sale of such 
vessels in such manner as will best carry out such policy of section 
101, but in accord with the provisions of title VII relating to the 
operation, charter, or sale of vessels. 

Section 2 of the bill authorizes the appropriation of such amounts 
as may be necessary to carry out the provisions of the measure. It 
is tentatively estimated that the program of construction provided for 
in the bill would cost approximately $400 million based on a probable 
cost per ship of $13,300,000. 

The Department appreciates that this bill was introduced at a 
time—February 1958—when there were many proposals for expan- 
sion of Government programs to ameliorate recession conditions, and 
for the purposes of furthering the early replacement of vessels rap- 
idly becoming overage, maintaining shipyard employment and pre- 
paredness, and aiding the national economy in an industry using 
domestic materials from every part of the country. However, under 
present improving circumstances and outlook, the Department of 
Commerce does not favor enactment of the bill. 

Section 702 to section 714 of title VII authorize the construction 
by the Department of Commerce of new vessels for Government ac- 
counts which may be “required to carry out the objectives of the 
1936 act.” 

Provision is made for the charter or sale of vessels by the Depart- 
ment for operation in foreign trade at a price equivalent to the esti- 
mated foreign construction cost, less depreciation, or for operation 
in the domestic trade for not less than the cost of construction in the 
United States less depreciation. 

The title makes provision for the charter of vessels to private op- 
erators for use on essential trade routes, with authority for operating- 
differential subsidy under the charters if such aid is deemed necessary. 
The title also includes provision for construction, under specified lim- 
itations, of new vessels for Government account and for charter to 
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American-flag operators on essential trade routes with an option to 
purchase. 

The provision for construction at Government expense under title 
VII is based upon the determination that the new vessels are required 
to carry out the objectives of the act, when such objectives cannot be 
realized under the provisions of title V (construction-differential sub- 
sidy for private applicants) and title VI (operating-differential 
subsidy for qualified operators on essential trade routes. ) 

The Department believes that excellent progress is being made 
under the current long-range replacement Dragrees for subsidized 
operators now contemplating the construction of a total of up to 300 
‘argo, combination, and passenger vessels. The programs for sub- 
sidized operator construction during calendar years 1958, 1959, and 
1960 call for construction of a substantial number of vessels. The 
Department also believes that this construction program should rely 
on private financing with guaranty of ship mortgages to finance the 
owner’s part of the cost of construction. 

Insofar as the need for vessels for operation on essential foreign 
trade routes, with minor exceptions only, there are one or more sub- 
sidized operators now operating on each essential service as determined 
by the Maritime Administration, Department of Commerce. 

The Department believes that the funds available and the appropri- 
ations being made will insure good progress of the replacement 
program and will furnish a stable basis for employment and main- 
tenance of the shipyard facilities of the Nation. 

If 30 vessels proposed under the legislation were to be constructed, 
or any substanial number, for disposition or use under title VII, the 
market would largely be with subsidized operators who are already 
committed to the construction of a large number of vessels with the 
Government being committed to assume only the difference in the 
estimated foreign cost and the actual domestic cost thereof. From the 
viewpoint of necessary appropriations, at least twice as many vessels 
of a comparable type cond be constructed for private ownership with 
the funds that would be required for the construction of the 30 vessels 
for the account of the Government. 

Furthermore, construction of vessels for Government account with- 
out definite use or service in contemplation is likely to be more costly 
over a substantial period to both the United States and the possible 
owner-operator. Experience has indicated that vessels not designed 
for fairly definite use in the subsidized services may need rather 
expensive betterments, reconditioning, or even reconstruction for 
satisfactory use by potential owners or operators. 

On the other hand, insofar as these vessels would be found desirable 
by potential buyers, their availability would very likely be a disruptive 
factor in the progress of the replacement program now well under- 
way, may seriously delay carrying out such programs, especially if 
operators await opportunity to buy or charter these Government: 
financed vessels, and may very well increase overall construction costs 
of new and replacement vessels for the next 2 or 3 years. 
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Mr. Morsr. Fundamentally, my opposition is that the call on the 
Treasury for the amount of building thane 30 ships would either reduce 
or eliminate regular appropriations for our normal program. 

Senator Butter. Which is a good program, and insofar as the 
Department is concerned, is a satisfactory program / 

Mr. Morse. Yes, sir. 

Senator Lauscnr. What would be the amount of money involved? 

Mr. Morse. For these 30 ships, in the neighborhood of $400 million. 

Senator Lauscur. But the loss would come through tax collections 

rather than through direct subsidies. 

Senator Butter. No, that is the other bill. 

Mr. Morse. That is the second bill you are talking about. On the 
fast tax writeoff, the contention is made that allowing a fast tax write- 
off is equivalent to an interest-free loan from the Treasur y to the tax- 
payer, but that is not involved in this question of the 30 ship con- 
struction. 

Senator Lauscne. Under 3361, who would do the financing? 

Mr. Morse. That would be done for Government account, entirely. 
The ships would be built for Government account and would be held 
in reserve on the shelf, available for sale to all comers. 

Senator Burier. It would be held in exactly the same status as the 
Mariners were ? 

Mr. Morss. That is correct. 

Mr. Bourson. May I ask one or two questions ? 

Senator Burier. Yes, indeed. 

Mr. Bourson. On 2568, has the Maritime studied the question of 
accelerated depreciation, and have you put out any recent statements 
on it, any recent reports ? 

Mr. Morse. I don’t recall any recent reports. We have studied 
this question, we have been negotiating with the operators for quite 
a lengthy period of time, as a “matter of fact, to endeavor to arrive 
at a mutually agreeable bill which both could support. 

I personally ‘haven't been participating in those negotiations, but 
it is my belief that the industry was not entirely satisfied w ith the 
proposals that we were willing to go along with, so it is my belief 
that they encouraged someone to introduce this bill S. 2568, but we 
have had continuing negotiations for a year or more with industry 
on this question of fast tax writeoff. 

Mr. Bourson. Have the studies envisaged the continuation of a 
20-year normal life for the vessels, in all cases / 

Mr. Morse. Off the record. 

(Statement off the record.) 

Mr. Bourson. One of the letters that we have had is a copy of a 
letter sent to you by Cities Service Oil Co. about the difference in 
depreciable life for supertankers. 

Mr. Morse. Yes, we have studied not only the question of depre- 
ciation, but also obsolescence of both tankers, dry cargo vessels and 
passenger vessels, and frankly it is our view in Maritime that the 20- 
year life for depr eciation purposes is a desirable goal. 

By that I mean it is spelled out in the 19: 36 act insofar as the 
subsidized operators are concerned, and from our preliminary review 
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at Maritime, 20 years is the maximum usable life of a tanker, whether 
it is 25,000 tons or in excess of 25,000 tons. 

The "Treasury, as ] ands stand, uses a 20- year life if the tanker is 
under 25,000 tons, and a 25-year life if it is 25,000 tons or more, and 
We see no justification for such different treatment. 

Mr. Bourson. With regard to 3361, you say that you feel that the 
present program will furnish a basis for maintaining shipyard facil- 
ities. Apparently the shipyard poeple don’t consider that in the same 
light because they seem to be very well satisfied with the situation 
as it looks forward to 1959, and maybe to 1960, but beyond that they 
seem to be very much worried. 

Mr. Morse. There is no question but what they are, and there is 
no question but that our program, the Maritime long-range replace- 
ment program, will not generate the number of ships that the ship- 

yards would like to have in the yards. Our program, which is going 
f cost the Government in the neighborhood, as I remember, offhand, 
of $150 million to $200 million a year by way of construction subsidy 
alone will generate in the neighborhood of 25 ships, year in and year 
out. That is rather meager fare for the shipyards in this country if 
that is all the work that they get, meager as of today’s situation 
where they have contracts for—I don’t like to use numbers, because 
I don’t remember accurately, but being conservative, somewhere 
around 75 tankers on order with the yards, so that they now have in 
hand a much greater volume of work than our program will generate 
over the long-range basis. 

Senator Lavscie. What is the average estimated value, let’s say, 
of an average sized tanker ? 

Mr. Morse. Well, the average sized tanker today is in the neigh- 
borhood of 32,000 tons, and that will cost $10 million to $11 million. 

Senator Lauscue. Then they have—— 

Mr. Morse. $9 million to $10 million. 

Senator Lauscnr. So they have 75 tankers work in construction 
at a cost of about $10 million apiece, which would be $75 million worth 
of work, and the program which you just described would mean they 
have about $150 million. 

Mr. Morse. Mine was the construction subsidy portion only. When 
you add the owners’ share, you double it. Now, to indicate what 
the current work is, on the east coast—this memorandum I have shows 
the dollar value and the man- years involved as of 1958 of the major 
yards on all coasts. It includes both commercial work and Navy 
work in the major shipyards. 

On the east coast, in round figures, $1,100 million; gulf coast, $190 
million; west coast, $180 million; the Great Lakes, $118 million; or 
a total of $1,950 million worth of work in hand, which could offer 
102,659 man-years of employment in the major yards and in allied 
industries. 

In the 1959 budget, our construction funds will generate $410 mil- 
lion worth of new construction. We estimate that about $300 million 
of that work will go to the east coast, nearly $37 million to the gulf 
coast, $50 million “to the west coast, and $ $36 million to the Great 
Lakes. But that is why I say that the amount of work that our 
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long-range program would generate is much smaller, on a long-range 
basis, than current work in the yards. That, however—our projec- 
tions are exclusive of work which will come into the yards from the 
Navy, and it is exclusive of the work which will come into the yards 
from tanker people and domestic operators where no construction 
funds are involved, no construction subsidy funds are involved. 

Mr. Bourson. Mr. Morse, you say that your proposed program 
underway now would provide about 25 ships a year. 

Mr. Morse. Twenty to twenty-five, it varies from year to year, but 
in that area. 

Mr. Bourson. The Commerce study of a few years back, as I recall, 
recommended 60 to maintain the mobilization basis in the shipyards. 

Mr. Morse. That is correct. 

Mr. Bourson. Has that been altered to any extent in their think- 
ing, as far as you know? 

Mr. Morse. There are two answers on that. One is the overall 
mobilization requirements are under continuing review, and this ques- 
tion of mobilization base requirements of building facilities is under 
critical review at the present time, and no final decision has yet been 
made on that question. 

The second answer is that we are unable to urge operators to build 
ships other than the operators with whom we have operating differ- 
ential subsidy contracts. As to the latter group of operators, we have 
this long-range replacement program which will generate approxi- 
mately 20 to 25 ships per year. We are unable to generate by per- 
suasion, let us say, a similar replacement program of the people in the 
domestic coastwise, istsetonaiel or noncontiguous trades. There will 
be some building from those people, but when it will come, and 
whether it is on a steady, continuing basis, we are unable to have 
any control on that. 

On the tankers, there will be a replacement of tankers on a fairly 
continuing basis, primarily because most of the tankers are owned 
by the major oil companies, and they will replace their tankers as 
the older vessels become overage, but whether we attain that 60-ship- 
per-year goal is doubtful in my mind. 

Then you face up, if we can’t do it other than by Government subsidy, 
or Government construction, plus Government construction subsidy, 
you face up to the question whether you can finance the cost of building 
a program of this size for Government account. 

Mr. Bourson. Would enactment of a bill along the lines of 2568 in 
your opinion be a spur to the coastwise and the nonsubsidized operators 
to do some construction ? 

Mr. Morse. Frankly, I think not, because the problem with the 
people in the coastwise, intercoastal, and noncontiguous trade, is the 
real difficulty they are having making any profit, or any major profit, 
utilizing their present ships. If they were to replace their present 
ships, which cost them, assuming they were built in World War IT, 
assuming it is a Liberty ship, cost them $550,000 or $560,000 per unit 
to replace that ship today even with a duplicate ship would cost $4 
million, so it just isn’t in the cards that they can enter into a replace- 
ment program. 

The coastwise and intercoastal trade is just a marginal industry, you 
have to face up to it, and the only way they can survive is with ex- 
pensive tonnage. They can’t afford to build new tonnage. 
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Mr. Bourson. Would that apply also to the tramp-ship fleet ? 

Mr. Morsr. The tramps now can get construction subsidy under the 
existing law. We had inquiries from half a dozen different sources 
during this last year and a half or so. We almost got up to the point 
where we would sign a construction subsidy contract with 1 or 2 of 
the operators and they finally backed out. They felt that the cost, even 
after construction subsidy, did not justify them going ahead with a 
building program. 

Mr. Bourson. And you do not feel that a bill like 2568 would aid 
the unsubsidized group to consider replacement of their vessels, which 
will soon be too old for economic use, 1f not already too old ? 

Mr. Morse. It would be of some : assuming the 
individual would go ahead with acquiring a new ship, this bill would 
be more adv: antageous to him than building with construction subsidy, 
because with construction subsidy he is obligated to obtain his financing 
in the private market. Under this bill, assuming it were passed, and 
assuming appropriations were made available, the ship would be sold 
for 25 percent down, with a balance at 314 percent interest on a Govern- 
ment mortgage, which would be more advantageous than the private 
financing would. 

Senator Burirr. Are there any further questions, Senator ? 

Senator Lauscner. No. 

Senator Butter. I will ask in a very few minutes of Mr. Krusen, 
who was scheduled to testify or to be with Mr. Shapiro, this question. 
During the debate on the railroad bill last week, a point of order was 
made to the part of the bill that amended the revenue laws in connection 
with the 3-percent tax. 

Now, this bill does touch the question of depreciation which is 
likewise covered by the revenue bill. As a matter of fact, the whole 
substance of this bill is a rapid writeoff, and would it be subject to a 
point of order ? 

Senator Lauscue. What was the ruling? 

se : 

Senator Burier. The ruling was that the section was deleted from 
the bill, and it went to the Committee on Finance. It seems to me we 
have somewhat a similar situation here that somebody has got to be 
thinking about in connection with this bill. This bill covers  depreci- 
ation which is a matter of revenue. 

Senator Lauscne. With regard to the railroad problem, I took the 
position that the 3 percent excise tax on passengers and the 10 per- 
cent on freight should go to the Finance Committee. 

Senator Butter. And in the revenue bill that comes up today, those 
amendments will be offered. 

Mr. Bourson. The GAO took exception to a number of provisions, 
but they did not raise that point. 

Senator ButrieEr. It seems to me this is an amendment of the revenue 
act and probably would be subject to a point of order. 

Senator Lauscue. Senator Butler, wasn’t that reference to the 
Finance Committee made by concession rather than under the com- 
pulsion of ruling on the point of order? 

Senator Butter. I don’t think there was ever a ruling on the point 
of order. I think they reached agreement and agreed to delete that 
section from the bill, and to take the matter up before the Committee 
on Finance. 
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Thank you, Mr. Morse. As I said before, it is always nice to see 

ou. 

Now, Mr. Shapiro, do I understand that you have a prepared state- 
ment ? 

Mr. Suariro. I have a statement Senator, but would be happy to 
place it in the record, if agreeable to you. 

Senator Burirr. Y our “statement will be placed in the record. Also, 
we have statements in support of the bill from the Shipbuilders? 
Council of America and the Industrial Union of Marine and Ship- 
building Workers of America, AFL-CIO, both of which will be 
inserted in the record at this point. 

(The material referred to is as follows) : 


LAKE CARRIERS’ ASSOCIATION, 
Cleveland, Ohio, June 13, 1958. 
8. 3361 


Hon. WARREN G, MAGNUSON, 
Chairman Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 

DeaR SENATOR MaGnuson: It is understood that S. 3361 will be given con- 
mittee « sideration on June 16, 1958. In order more effectively to carry out na- 
tional | vlicy expressed in the Merchant Marine Act of 1936, this bill would 
authorize the Maritime Administration to construct 30 merchant vessels which, 
upon completion of construction, would be made available for operation, charter, 
or sale to private operators. 

The type or types of vessels constructed would be determined by the Mari- 
time Administration as best suited to carry out such national policy. The 
bill does not, however, require that the Maritime Administration give consider- 
ation to the construction of bulk-cargo vessels suitable for trade on the Great 
Lakes. Were the bill appropriately amended in this respect, this association, 
whose member companies are engaged exclusively in the transportation of bulk 
commodities such as iron ore, limestone, coal, grain, and oil on the Great Lakes, 
would heartily endorse the measure. Accordingly, we respectfully request that 
S. 3361 be amended to require consideration by the Maritime Administration of 
the Great Lakes segment of the United States merchant marine. 

We would appreciate having this letter made a part of the record of the 
hearings on 8. 3361. 

Very truly yours, 
LyNpDON Spencer, President. 


INDUSTRIAL UNION OF MARINE AND SHIPBUILDING 
WorKERS oF AMERICA, AFL-CIO, 
Camden, N. J., June 16, 1958, 
Re 8. 3361, a bill to promote the national merchant marine policy by providing 
for the construction of 30 merchant vessels. 
Senator WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Washington, D. C. 


Dear Sir: The Industrial Union of Marine and Shipbuilding Workers of Amer- 
ica, AFL-CIO, is in favor of the above measure authorizing the Maritime Ad- 
ministration to have constructed in private shipyards 30 merchant vessels of the 
mariner or other types Considered essential to maintain a merchant marine 
adequate for national defense purposes. 

The bill provides that after the vessels are completed, the Maritime Admin- 
istration shall make arrangements for their operation, charter or sale, to best 
carry out the established United States merchant marine policy. 

At the present time, as you doubtless know, many of our supposedly firm 
commitments to construct vessels, such as the Onassis pact for three tankers, 
have been canceled. Other tankers which are on order will probably not be built 
because of the depression in the market and tightening oil import restrictions. 

This means that United States shipyards at the end of this year will again 
find themselves in the doldrums. It is important that we get more work on the 
ways as quickly as possible. 
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The above measure will merely authorize the construction of 30 mariner or 
other type cargo vessels. It will certainly not carry our yards through for an- 
other entire year. However, it will start the replacement program a little earlier 
and so will definitely help the yards’ economic situation. 

Your committee has always been the bulwark of the merchant marine in this 
country. We feel that this measure is worthy of consideration and passage by 
your committee to carry out the purposes of the Merchant Marine Act of 1936. 

Will you please place this letter upon the record of your hearings on this 
measure? 

Sincerely yours, 
JoHN J. Groean, President. 


STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN MERCHANT MARINE 
INSTITUTE, INC., ON S. 3361 


My name is Alvin Shapiro. I am vice president of the American Merchant 
Marine Institute, which represents the owners and operators of a majority of 
American steamship lines operating oceangoing vessels in service into and out 
of United States ports on all three coasts. 

While we are fully in sympathy with the goal of S. 3361, we earnestly suggest 
that present-day circumstances make it advisable to defer enactment of this 
legislation until conditions merit its prompt consideration. 

We might add at this moment that we hope it will never be necessary to engage 
in a peacetime Government program for Ccommercial-vessel construction. To 
achieve this happy state of affairs will of course require optimism about our 
fleet and the hope to develop it into its healthiest possible condition. This will 
unquestionably involve adequate and appropriate Government assistance to en- 
courage private construction, in proper volume and staging, of vessel orders 
in order to maintain our shipbuilding skills and facilities. 

It seems to us premature to concede, as this legislation appears to do, that 
resort to Government construction is now necessary without having first explored 
all the possibilities for encouraging building for private account. During the 
course of the present series of hearings of this subcommittee, two bills will be 
heard which offer great potential in this direction—S. 3919 and 8S. 2568. 

Should time prove that these and other possibilities, and we must not forget 
the replacement plans of the subsidized operators, do not materialize or are not 
adequate, we would of course modify our present views—for ours is a profound 
understanding of the economic significance and military necessity of keeping our 
shipbuilding facilities up to date and capable of meeting demands placed upon 
them by the Government during a potential emergency. 

The last comparable Government construction program was authorized in mid- 
1950, a truly depressed period in American shipyards. At that time, less than 
50,000 were employed, about half of which was in new construction and the 
other half in repair. 

Since that time, a peak of about 100,000 employees was reached during the 
Korean crisis. Although there has been a slight decline since, commercial ship- 
yard employment still total over 78,000, two-thirds of which is in new con- 
struction alone. At the time of the Mariner program, only 367,000 deadweight 
tons of merchant ships (21) were on the order books in American yards. Today 
3.3 miltion deadweight tons (102 ships) are on order. 

Viewed from today’s circumstances, there are, moreover, several other draw- 
backs to proceeding now with the contemplated program. 

(a) Unlike private construction of freighters, this program would involve 
appropriations for the full cost of the vessels, in contrast with only part of the 
cost even under construction subsidy. 

(b) The placement of orders for Government account would have an infla- 
tionary effect on building prices for private construction, which could discourage 
some commercial building now contemplated. Further, insofar as some of the 
private construction just entered into or contemplated is under Government con- 
struction subsidy, the cost would increase both for the private orderer and the 
Government. 

(c) It would tend to increase the supply of “standard” type ships, when it is 
the opinion of most in the industry that our truest course to merchant marine 
stability and strength is via specialized construction for individual trades by in- 
dividual operators. 


27492—58——6 
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SHIPBUILDERS COUNCIL OF AMERICA, 
New York, N. Y., June 13, 1958. 


Subject : S. 3361, Construction of 30 merchant vessels. 


Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D.C. 

My Dear Senator: The Shipbuilders Council of America has read with in- 
terest pending bill S. 3361 to authorize the construction of 30 merchant vessels 
of the Mariner or other types as best suited to effectively carry out the policy 
of the Merchant Marine Act, 1936. Construction arrangements and subsequent 
absorption of the vessels into the American merchant marine would be by means 
similar to that followed in the Mariner program. Initial financing, as in that 
program, would be by the Government. 

The council considers the bill to be of great merit in that it would result in 
the construction of certain vessels for the American merchant marine which 
otherwise would not be built. Thus it would provide additional shipyard em- 
ployment possibilities at a time when prospects for new work outside of that 
afforded by the subsidized operators’ phased long-range vessel replacement plan 
are not too bright. Looking back at the 1951 Mariner program, the council is 
convinced that without the direct Government sponsorship of that program those 
important vessels would never have been built. The value of the Mariner-type 
vessel at the present time cannot be contested. The program was most im- 
portant at the time in tiding the shipbuilders over a most critical slack period. 

Obviously, the council is not in a position to advise the committee as to the 
need for any specific type of vessel or in what numbers. Such matters are for 
those in the Government responsible for determinations of our mobilization 
needs for national security in war or national emergency and for those in and 
out of Government whose business it is to provide the United States at all times 
with an adequate merchant marine. However, the explanation of the pending 
bill made by Senator Butler on the occasion of its introduction on February 26, 
states that it is his main purpose that through hearings on the proposal, facts as 
to the present state of the merchant marine would be developed. The council 
appreciates this opportunity to briefly bring the committee up to date as to the 
situation in the shipbuilding yards. 

The council in its capacity as representative of the private shipbuilding and 
ship repair industry of the United States very recently reviewed the overall 
situation in the industry. This review confirmed that the industry has under- 
gone a substantial change within the past year. The outlook for the future 
has been altered materially. 

Economie conditions, not only within the United States, but worldwide have 
been responsible for the altered outlook. These conditions have created a 
drastic decline in world demand for shipping tonnage of all types, but particu- 
larly tanker tonnage, which has had its repercussions in shipbuilding worldwide 
and particularly in the United States. 

The present controversy with respect to oil-import quotas, whatever its merits 
or demerits, has been a contributing factor to the depressed tanker market, the 
ultimate result of which has been the cancellation of orders for tankers in 
this country. There is, of course, always the possibility that the tanker market 
may change to such an extent that more tanker orders will be forthcoming some 
time in the future, but, with the present surplus of available tonnage, that pros- 
pect is not bright for the foreseeable future. 

It is quite true that most of the major shipyards still have orders on the books 
that will keep them reasonably busy during the balance of 1958 and probably 
through 1959 with some few contracts carrying over into 1960. 

However, shipbuilding contracts are long-term propositions and contracts for 
delivery in 1960 should be placed this year in order to provide that continuity 
of workload which is essential to efficient and economic production. 

The Navy has continued to take due notice of the essentiality of the ship- 
building industry. For some years it has allocated to the private shipbuilding 
industry a fair share of its new ship construction program. ‘There is every 
indication that it will continue to do so. However, there are other indications 
that the volume of naval shipbuilding may tend to decrease in the future and 
that there will be less to allocate. 

Contracts recently have been awarded for 15 ships as an initial step in the 
replacement program of the subsidized lines, of which 2 are passenger-cargo 
ships and the balance cargo ships. These awards were made under an appro- 
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priation for 17 ships authorized in 1956 for the fiscal year 1957. No ship 
construction appropriations were authorized in 1957 for the fiscal year 1958. 

The original budget recommendation for fiscal 1959 covered a program of 18 
ships, including 17 cargo ships and 1 passenger ship. The appropriation bill 
concerned is now in conference. A bill to authorize the construction of two 
superliner passenger ships is also in conference. In the case of this latter 
bill, even if passed, however, funds for these two vessels must be appropriated 
before construction contracts can be awarded. 

The suggestion in the budget message of the intent to reduce future Govern- 
ment subsidies to the minimum amount consistent with the national interest 
and the further suggestion that the present statutory replacement period for 
ships receiving operating subsidies might well be extended from the present 20- 
year period to 25 or more years do not augur too well for aggressive future 
support by the administration of its own budget recommendations. 

The proposal to extend the statutory life of ships operating under subsidy is 
directly contrary to the philosophy of the 1936 act and to the theory under 
which the replacement program was initiated and has been carried out to date. 
It is completely unrealistic in that it would tend to make United States-flag 
ships less competitive than their foreign-flag competitors, the owners of which 
are regularly constructing new ships and thus reducing the average ages of their 
respective fleets, thereby increasing their efficiency and their competitive posi- 
tion, at the same time that they are reducing maintenance costs. It is com- 
pletely at variance with the national security concept of a fleet of fast modern 
merchant ships in being. 

If any review at all is to be made, it should be directed to the point that 
the statutory period of 20 years set up in the 1936 act well might be decreased 
to a somewhat shorter period, in view of present rapidly changing concepts in 
ship design and propulsion. Statutory or other life of a ship is not governed 
by its mere physical ability to operate, but by its obsolescense, which makes it 
noncompetitive, inefficient, and costly to operate. Many ships constructed dur- 
ing World War II, both naval and merchant, not nearly 20 years old as yet, 
are already obsolete. The Maritime Administration already has discretion under 
the 1936 act to extend the statutory life for cause in specific cases. This 
discretionary authority would appear to be far more realistic than any mandatory 
statutory increase. 

The council feels it is important that the committee be aware that with the 
shipbuilding industry relying more and more on the replacement of merchant 
ships for its order backlog, a program of 15 ships for fiscal 1957, none for fiscal 
1958, and possibly 18 for fiscal 1959 falls far short of even a minimum workload 
necessary to maintain efficient and economic operation, even if proportionally 
divided up between the shipyards involved. The minimum recommendations of 
the President’s Advisory Committee in November 1947, and the so-called Murray 
report in April 1954, went far beyond that. 

For the further information of the committee in its consideration of the pend- 
ing bill, S. 3361, there is attached a copy of the council’s June 1 release cover- 
ing merchant vessels under construction or on order in United States private 
shipyards. The council trusts the above information will be of value to the 
committee in its consideration of the pending bill. 

Respectfully yours, 
L. R. Sanrorp, President. 


(Whereupon, at 11:30 a. m., the committee proceeded to further 


business. ) 
(S. 3499) 


The committee met, pursuant to notice, at 2:30 p. m., Hon. 
Warren G. Magnuson, chairman of the committee, presiding. 

The Cuairman. The committee will come to order. Before pro- 
ceeding, a copy of the bill will be placed in the record at this point: 


[S. 3499, 85th Cong., 2d sess.] 
A BILL To amend the vessel admeasurement laws relating to water ballast spaces 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That subdivision (i) of section 4153 
of the Revised Statutes, as amended (46 U. 8. C. 77 (i)), is further amended 
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by inserting after “cargo” where it appears in the last sentence of the fifth 
paragraph of subdivision (i) the parenthetical phrase “(other than ballast 
water for use for oil-well drilling and related purposes)”; so that the last 
sentence will read as follows: “From the gross tonnage there shall be deducted 
any other space adapted only for water ballast certified by the collector not 
to be available for the carriage of cargo (other than ballast water for use for 
oil-well drilling and related purposes), stores, supplies, or fuel.” 

The Cuarrman. The question before us today is a relatively simple 
one, which involves a very small segment of the marine industry. 
It is most important, however, to those who would be affected by 
its enactment, and our committee has set this hearing in order to 
bring all the facts of the situation before us. 

As I understand it, the problem involved concerns mainly those 
vessels which service the oil-well drilling rigs in the Gulf of Santen. 
and possibly a smaller group of such vessels on the Pacific coast. 

These oil-rig servicing vessels carry fresh water in their ballast 
tanks to the offshore rigs, where sometimes the water is pumped off 
for use in certain drilling operations. The Bureau of Customs has 
ruled, in effect, that water so carried is cargo within the meaning 
of the law. The spaces in which such water has been carried, ac- 
cordingly, have been disallowed for exemption from gross tonnage. 
As a result, tonnages have been or may be so increased as to cause 
these vessels to become subject to the requirements of certain laws 
administered by the Coast Guard, and they may be subject to in- 
creased operating costs, as tonnages are the lain for levying certain 
fees, taxes, charges, and so forth, by Federal, State, and local gov- 
ernments—the greater the tonnage, the higher the fees, and so forth. 

Senator Lone. I would say that the Chairman has set out the 
problem quite clearly. As cosponsor of the bill, along with Senator 
Ellender, I believe the proposed change in the law is most desirable. 

The Cuatrman. Senator Long, I understand that you wish to make 
a statement. Will you take a seat here by the rostrum? 


STATEMENT OF SENATOR RUSSELL B. LONG 


Senator Lone. On behalf of myself and Senator Ellender, I in- 
troduced Senate bill S. 3499, after meeting with some of the owners 
and operators of certain servicing vessels which have been especially 
constructed for use in drilling operations in the offshore areas along 
the coast of Louisiana. 

These boatowners and operators are represented here today by Mr. 
John Laborde of New Orleans and Mr. William McClure of Wash- 
ington, and they will present direct testimony in some detail regard- 
ing the situation in which they find themselves, and provide any 
other information the committee desires to have. 

Briefly, they are faced with a possible ruling by the Treasury De- 
partment which would prejudice the continued operation of these 
vessels. 

After consulting with the Treasury officials concerned, we were not 
at all satisfied that the ruling which they were proposing to make was 
required under the existing Federal statutes. The possible conse- 
quences of the ruling were so serious, however, that it seemed wise to 
bring the matter before the Congress rather than leave the Treasury 
officials and the boatowners and operators to argue the thing out and 
possibly go into court, because in the interim serious repercussions on 
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the whole operation of the extensive well-drilling activity would be 
caused. rN 

The representatives of the Treasury Department indicated to us 
that they were willing to accept a solution of this matter by an ap- 
propriate amendment to the admeasurement laws. In fact, they 
provided the language which they considered appropriate for this 
purpose. 

We understand that one of the reasons the Treasury Department 
favored this action was that any international implications could be 
avoided. 

It is my hope, and Senator Ellender has also asked me to express 
similar views on his behalf, that the committee will favorably report 
this measure after having heard the additional testimony from the 
representatives of the Treasury Department and of the boatowners 
and operators. Iam personally familiar with the operations involved 
and feel strongly that this measure is a very necessary one. 

Since introducing this measure, it has been suggested that the lan- 
guage of this amendment should not be restricted to oil-well drilling 
operations, but should really be conformed to the language of the 
Submerged Lands Act. Accordingly, I have revised the language 
and would recommend to the committee that it consider substituting 
the language taken from the Submerged Lands Act for the text of the 
bill as originally introduced. 

The purpose of this suggested change is, of course, to provide for 
other activities which may be similar to the current oil-well drilling 
operations and thus avoiding the necessity in the future of having 
requests for further amendments to the admeasurement laws. 

f particular interest in this connection is the fact that a very an 
deposit of sulfur is currently being developed for production in the 
same area where oil-well drilling activity is being carried on. We 
do not yet know, of course, what other minerals may be discovered and 
developed in this area. 

The revised text is similar to bills introduced into the House by 
Congressmen Willis and Thompson of Louisiana (H. R. 11476 and 
H. R. 11475) and the enactment of this language by the Senate wil] 
facilitate the consideration of the measure in the other body. 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subdivision (i) of section 4153 of the 
Revised Statutes, as amended (46 U. S. C. 77 (i)), is further amended by in- 
serting after “cargo” where it appears in the last sentence of the fifth paragraph 
of subdivision (i) the parenthetical phrase “(other than ballast water for use 


for underwater drilling, mining, and related purposes, including production)” ; 
so that the last sentence will read as follows: 

“From the gross tonnage there shall be deducted any other space adapted only 
for water ballast certified by the collector not to be available for the carriage of 
cargo (other than ballast water for use for underwater drilling, mining, and 
related purposes, including production), stores, supplies, or fuel.” 


The Cuairman. The committee will be very happy to consider the 
change in language suggested. Do I understand correctly that Cus- 
toms will go along with the change in language ? 

Senator Lone. That is correct, Senator. The amendment merely 
would conform the language of the bill to that of the Submerged Lands 


Act, and to the House bills introduced by Congressmen Willis and 
Thompson. 
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Congressman Willis was here to testify but had to return to the 
House Chamber fora vote. Iask that a statement by Senator Ellender, 
co-sponsor of the bill, be included in the record of this hearing. 

The Coarmman. The statement will be included as requested. 


STATEMENT BY SENATOR ALLEN J. ELLENDER 


Senator Ettenper. Senator Long and I cosponsored Senate bill 
3499 in an attempt to solve a serious problem which faces a sizable 
segment of the offshore mineral industry. 

After meeting with some of the owners and operators of vessels 
which service the ever-growing and vastly important offshore minerals 
industry in Louisiana, I was convinced that they have a legitimate and 
pressing problem, which could best be solved by Congress. 

All parties to this question are convinced that it would be far better 
to have the situation cleared up by congressional action at this time, 
rather than depending on administrative rulings, which could result in 
court action. 

In brief, a question has arisen as to whether or not water carried by 
these small vessels as ballast, should be classified as cargo. 

I have conferred with various officials of the Treasury Department, 
which is charged with enforcing Federal statutes on this alien, and 
it has been generally agreed that the matter could be settled by an 
appropriate amendment to the admeasurement laws. 

t is my sincere hope that the committee will favorably report this 
measure after hearing testimony from the witnesses present today. 

As the committee well knows, the offshore mineral operations of this 
country are of tremendous importance to our national economy, and 
national security. 

These operations represent a great supply of the most important of 
all war materials, crude oil, sulphur, and others, which must be readily 
available to our country in time of national peril. Failure to approve 
this amendment could seriously disrupt the established work procedure 
which has been developed in this new and challenging field of mineral 
exploration. 

However, since this field is such a new one, we can expect additional 
discoveries which will accure to the benefit of our Nation. Only 
recently it has been announced that an attempt will be made to tap 
new sources of vital minerals off the Louisiana coast from an offshore 
operation. 

It is logical to assume that within the not-too-far-distant future, a 
number of other coastal States will begin developing the vast deposits 
of minerals which lie beneath the sea. 

For this reason, I urge the committee to expeditiously approve the 
change in language which Senator Long oe I have suggested and 
which my colleague has explained to the committee in his testimony. 

Passage of this measure will enable the offshore drilling industr 
to continue its search in an orderly manner for minerals hidden beneath 
not only the crust of the globe, but water as well. 

I say to the committee that a prompt and favorable report on S. 3499 
will be of enormous benefit not only to the minerals industry of the 
country, but to the security of our entire Republic. 

The Cuatrman. Now we have another witness, John P. Laborde, 
from New Orleans, Mr. Laborde, will you come forward. 
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STATEMENT OF JOHN P. LABORDE, PRESIDENT OF TIDEWATER 
MARINE SERVICE, INC., ACCOMPANIED BY WILLIAM P. McCLURE, 
OF McCLURE & McCLURE, WASHINGTON, D. C. 


Mr. Lazorpe. My name is John P. Laborde and I am president of 
Tidewater Marine Service, Inc., 1315 Gravier Street, New Orleans, 
La. Accompanying me is William P. McClure, partner of the law 
firm of McClure & McClure, 626 Washington Building, Washing- 
ton, D. C. 

I have requested permission to appear before this committee for 
the purpose of speaking in support of S. 3499, introduced jointly by 
Senators Long and Ellender, which would amend and clarify the 
admeasurement provisions of title 46, United States Code. Identical 
bills, H. R. 11539 and H. R. 11540 have been introduced respectively 
by Congressmen Thompson and Willis of Louisiana. Congressmen 
Thompson and Willis have also introduced H. R. 11475 and H. R. 
11476, respectively, which have language somewhat different from the 
language contained in S. 3499. We support the language in those 
bills as well as the language in 8. 3499, 

Our company is a domestic cor poration owning specially designed 
vessels which operate in the Gulf of Mexico in connection with the 
offshore oil drilling and exploration operations and which furnish 
material and supplies to the drilling rigs located in the gulf. 

These vessels are a unique type of craft which have been custom 
designed for a type of oil operation which was unheard of until fairly 
recently. About 95 percent of these boats are independently owned 
by small companies, such as our own, and are chartered to the com- 
panies conducting oil and gas operations. 

Unlike conventional craft used in coastwise and foreign shipping, 
these boats had to be designed for transferring their cargo to off. 
shore drilling structures which means a cargo ) transfer in choppy 
waters at the drill sites. It is therefore not feasible to haul cargo in 
holds like merchant vessels. Instead, these boats ore designed for 
deck cargo only. There is virtually no below-deck cargo space on 
these vessels. With heavy cargo, such as pipe, drilling mud and 
cement on the decks of these v essels, it is always essential to have sub- 
stantial water ballast to maintain proper stability in the gulf. These 
boats were therefore designed as shallow draft, self- propelled barges, 
with virtually all of their below-deck space (except for the engine- 
room) adapted for water ballast. When these supply barges or mud- 
boats are being loaded, either fresh water, river water or sea water 
is admitted to the ballast tanks for stability. When the deck cargo 
is delivered to drilling platforms and the deckload therefore light- 
ened, it often is unnecessary to retain the full amount of water ballast 
which was acquired for the outgoing voyage. Accor dingly, all or a 
part of this water ballast is discharged. Howev er, instead of simply 
discharging all of it overboard, on occasions the ballast water, other 
than salt water, is pumped by hose into tanks on the drilling platforms 
to the extent that it can be advantageously used by the drilling rigs 
for mixing with mud, chemical, or cement. Ina great many instances, 
such water is not required by the rigs and is discharged overboard by 
the boats when not needed as ballast for the return trip. 
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Merchant vessels have historically been classified according to ton- 
nage admeasurement which is essentially a measurement of available 
cargo space. Section 77 (i) of title 46 of the United States Code pro- 
vides in some detail how the admeasurement shall be made. It states 
in part that any space adapted only for water ballast which is certi- 
fied by the collector not to be available for the carriage of cargo, stores 
supplies, or fuel is not to be counted in admeasurement for classifica- 
tion purposes. 4f 

The Commissioner of Customs, who is charged with the responsi- 
bility of administering the admeasurement laws, has ruled that if 
water ballast is ever used for any purpose in addition to simply being 
water ballast, it becomes cargo and the space it occupies must be in- 
cluded in the admeasurement. The Bureau of Customs has agreed, 
however, in view of the introduction of S. 3499, to take no action to 
so include such water ballast space before the end of the present session 
of Congress. 

The admeasurement provision in title 46 and the original Bureau 
of Customs interpretation of it were drafted when the only vessels 
affected were large transoceanic and coastwise merchant ships. As 
stated before, specialized craft of the peculiar type here involved were 
then as unheard of as the operations which they now perform. Cer- 
tainly, a reasonable interpretation of the present admeasurement 
statute porate such subsequent use of water ballast without disquali- 
fying the exempt status of the water-ballast space. However, the 
Commissioner of Customs apparently feels constrained to interpret 
the language of the admeasurement statute to require that the water- 
ballast space be include as cargo space on these vessels. 

It is our opinion that it was never the intention of Congress that 
water-ballast space should be characterized as cargo space under these 
circumstances, and we urge the Congress to enact the provisions in 
these bills in order to make that perfectly clear. 

If the proposed legislation is not enacted and the Customs Bureau 
enforces its interpretation, hundreds of qualified workers along the 

ulf coast will lose their jobs and most of the small-boat owners will 
e forced out of business or forced to incur great expense either to 
alter existing equipment into less efficient equipment or to declare 
present equipment obsolete and construct new vessels to take their 
place. 

Naturally enough, the boats which were specially designed for the 
offshore operation took advantage of water ballast to serve also the 
water requirements of a drilling operation which cannot be satisfied 
by salt water. Accordingly, the ships were arranged to pemit the 
pumping of ballast water from the toallast tanks onto the drilling 

latforms while the vessel is safely moored alongside. This is by 
ar the safest way to deliver fresh water to drilling platforms. De- 
livery of water by other means, such as water barges drawn to the 
platform by a tug is a tremendously more hazardous operation, par- 
ticularly in rough water. The possible use of ondeck water tanks, 
another alternative for delivering water, is also less safe, much less 
efficient, and considerably more expensive. By all standards, the 
safest as well as the most convenient mode of water delivery to drilling 
eee is by transfer of ballast water as it is presently being done 
y the specialized cargo vessels here involved. However, if the opera- 
tion is continued as presently performed, and these boats are re- 
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admeasured by Customs, a serious problem will be presented to many 
natives of the gulf coast who operate these boats. 

Practically all of the approximately 90 specially designed vessels 
have been constructed to admeasure, and in fact have been admeasured, 
at less than 200 tons. If the ruling of the Bureau of Customs is en- 
forced, all of these vessels would admeasure over 200 tons. The in- 
crease in the size of the vessels as admeasured is significant because 
vessels measuring over 200 tons require certain special licensed per- 
sonnel and, more important, such vessels must comply with the re- 
quirements and treaty provisions established for large merchant ves- 
sels operating on the high seas, even though these boats actually 
operate only to supply offshore drilling rigs, are never more than a 
few miles from iad and are almost always within sight of drilling 
platforms, other boats and aircraft. 

The present gulf-coast personnel are thoroughly experienced with 
their specialized operation. However, they generally are not qualified 
or licensed for transoceanic vessels or coastwise operation of large 
merchant vessels usually because of lack of experience with such 
vessels and in some instances because of lack of a formal education. 
Unless the admeasurement statute is clarified, therefore, the Customs 
Bureau interpretation of it will result in the needless dislocation of 
approximately 90 percent of the present working force associated 
with these facilities. This means putting out of work, among crew- 
men alone, 900 to 1,000 competent and qualified workers, many with 
a lifetime of experience in the waters of the gulf, and with 10 years or 
more experience with the marine aspects of the tidelands oil operations. 

The workers who would be affected in general are natives of the 
gulf coast who have always depended on marine operations in gulf 
waters to make a living. The ports out of which these vessels operate 
on the guif coast are numerous and for the most part are not deep- 
water ports. The operation requires the knowledge of local waters, 
canals, bayous, cuts, and bays. Persons unfamiliar with these waters 
present operational problems in addition to a safety hazard. Local 
fishermen and boatmen know these waters like their own backyards 
and have spent their entire lives upon them. I know from personal 
experience that before the offshore oil and gas drilling gave them 
new opportunities, most of them worked in the fishing industry, 
operating fishing boats or shrimp boats from childhood. Presumably, 
they could only return to that currently depressed industry if the 
oil and gas marine operations were foreclosed to them. 

The admeasurement statute itself and the consequences of classifi- 
cation which follow from admeasurement were manifestly drawn up 
primarily to provide for the safe and proper operation of large mer- 
chant vessels. They were not drafted with a view to the present 
novel and specialized type of vessels and operations. There is ob- 
viously no problem regarding safety or the competent operation of 
these boats engaged in oil operations. The marine part of the gulf 
oil operations has an outstanding safety record, undoubtedly due in 
part to the fact that the boat operators engaged in this work are 
thoroughly experienced, competent, and qualified for their specialized 
operation. 

The proposed admeasurement amendments clarifying the classifi- 
cation of water-ballast space would obviate the needless dislocation of 
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many efficient workers or the use of much less safe means of water 
delivery. We submit that in no circumstances does water ballast 
actually needed and used for ship stability ever change its character 
as ballast and become cargo simply because on occasions it is later 
pumped onto a drilling platform rather than being discharged into 
the sea. We do not believe Congress intended it to be so classified 
and we ask that the admeasurement statute be made clear in that 
regard as soon as possible in light of the Bureau of Customs’ proposed 
enforcement of its ruling at the end of this session of Congress. The 
amendment contained in S. 3499 or any of the other mentioned bills 
will accomplish this desired end. 

The Cuairman. Is Mr. Gulick, of Customs, here? We are happy 
to have you before us again, Mr. Gulick. 


STATEMENT OF JAMES W. GULICK, CHIEF, DIVISION 0F MARINE 
ADMINISTRATION, BUREAU OF CUSTOMS 


Mr. Gutick. Every vessel which is to be documented as a vessel 
of the United States first must be admeasured to determine its in- 
terior cubical content in terms of gross and net tonnage. Each ton 
represents 100 cubic feet. 

From the total interior content of the vessel there are exempted 
certain closed spaces. The result is gross tonnage. From gross 
tonnage there are deducted certain spaces roughly accountable as 
propelling navigation or crew spaces in order to arrive at the final 
figure of net tonnage. 

One of the principal exemptions from total tonnage to arrive at 
the gross-ton figure is that space which is used exclusively for water 
ballast. The exemption is circumscribed by technical conditions de- 
signed to prevent a dual use of ballast spaces. For many years they 
have been required to be independently piped and pumped and fitted 
with a direct sea chest intake and overboard ee. Obviously 
the purpose of these arrangements was to prevent the use of the 
spaces for any purpose except that of trimming the vessel to insure 
safe navigation. 

In recent years certain vessels have been constructed in the gulf 
area to serve as oil-rig tenders. They were designed to transport 
deckloads of heavy equipment and supplies. This required the set- 
ting aside in the hull of large water-ballast tanks to preserve a proper 
trim for the vessel. 

According to the Bureau’s information, it was originally intended 
that these spaces were to be used not only for water ballast but also 
to transport river water to the drilling rigs. An occasional use of 
ballast water at the rig might be paaead. but the use of ballast 
spaces for the purpose of preserving the vessel’s stability and also 
to transport fresh water to the rigs must be considered a dual use 
of water-ballast space not contemplated by statute. 

In order to permit such a use of ballast space, legislation is re- 
quired. As stated in the Treasury Department’s reports originally 
submitted to your committee, my agency has no objection to the en- 
actment of S. 3499 provided your committee can find its way clear 
to grant such space treatment to the class of vessels involved. 

The Cuamman. Here we will place in the record the report of the 
Secretary of Commerce, dated May 27, 1958, which offers no ob- 








MERCHANT MARINE LEGISLATION 77 


jection to the bill if there is no objection on the part of the Treasury 
Department, and the report of the Treasury Department, dated May 
18, 1958, stating that the Department has no objection to enactment, 
together with a statement to accompany the report. 


THE SECRETARY OF COMMERCE, 
Washington, May 27, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 

Dear Mr. CHAIRMAN: This letter is in reply to your request of March 18, 
1958, for the views of this Department with respect to S. 3499, a bill to amend 
the vessel admeasurement laws relating to water-ballast spaces. 

The bill would amend subdivision (i) of section 4153 of the Revised Statutes, 
as amended (46 U. S. C. 77 (i)), by inserting the parenthetical phrase “(other 
than ballast water for use for oil-well drilling and related purposes)” after the 
word “cargo” in the last sentence of the fifth paragraph of subdivision (i) of this 
section. 

This Department has no objection to the favorable consideration of the bill, 
if there is no objection on the part of the Treasury Department. 

The proposed bill would allow the carriage of water ballast for discharge at 
an offshore oil-well drilling installation, and still allow the space adapted for the 
carriage of water ballast to be deducted from the gross tonnage of the vessel 
in order to determine the vessel’s net tonnage. 

We are advised that vessels operating between the coast and offshore oil-well 
drilling installations carry fresh nonpotable water ballast on the outward 
voyage for use at the drilling site, and sea water ballast on the return voyage. 
Under the present statute, the fresh water ballast carried on the outward voyage 
could be considered as carried in a space adapted for the carriage of cargo, which 
on the return voyage would only be space suitable for ballast. Under this con- 
dition the vessel’s net registered tonnage is subject to conflict. 

Offshore oil-well installations and vessels of a specialized type to service them 
are a comparatively new development not contemplated when section 4153 of the 
Revised Statutes was enacted. 

Vessel admeasurement laws for United States vessels are administered by the 
Bureau of Customs, Treasury Department. For this reason, we suggest that the 
Treasury Department also be consulted on this bill. 

The Bureau of the Budget has advised that it would interpose no objection to 
the submission of this letter to your committee. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


TREASURY DEPARTMENT, 
Washington, D. C., May 16, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D. C. 


My Dear Mr. CHAIRMAN: In your letter of March 18, 1958, you asked for the 
Department’s comments on §S. 3499, a bill to amend the vessel admeasurement 
laws relating to water-ballast spaces. 

The Department has ruled that if fresh water used as ballast on certain 
vessels servicing oil-well rigs in the Gulf of Mexico is to be discharged from the 
ballast tanks at the rig for use in drilling operations, the water-ballast spaces 
must necessarily be included in the gross tonnage of the vessel concerned. Asa 
result, the vessel will be subjected to additional requirements which it is claimed 
will materially increase operating costs. 

S. 3499, if enacted, would permit the use of ballast tanks for the purpose indi- 
cated without requiring the inclusion of such spaces in the vessel’s gross tonnage. 
In view of the limited applicability of the proposal and since it will not apparently 
affect international tonnage standards, the Department will have no objection to 
the enactment of the bill. 

A memorandum setting forth more fully the position of the Department is 
attached. 
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The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committee. 
Very truly yours, 





A. GILMORE FLUEsS, 
Acting Secretary of the Treasury. 


MEMORANDUM To ACCOMPANY THE Report ON 8S. 3499 


The last sentence, fifth paragraph, subdivision (i), section 4153 of the Revised 
Statutes, as amended (46 U. 8S. C. 77(i)), now reads: “From the gross tonnage 
there shall be deducted any other space adapted only for water ballast certified 
by the collector not to be available for the carriage of cargo, stores, supplies, or 
fuel.” If enacted, S. 3499 would insert after the word “cargo,” the parenthetical 
phrase “(other than ballast water for use for oil-well drilling and related 
purposes) .” 

The law as it now stands has been construed by this Department as authorizing 
the exemption, or omission from gross tonnage, of any space on a vessel which 
is suited and used for either fresh or salt water ballast. The exemption or 
omission is not authorized for any space which is available, or used for the car- 
riage of cargo, stores, supplies, or fuel. 

Recently, a question arose in connection with certain vessels used in the Gulf 
of Mexico to transport supplies and equipment to oil-well drilling rigs. These 
vessels from time to time carry fresh water in ballast tanks to offshore rigs 
where the water is sometimes pumped off for use in certain drilling operations. 
In each such case the water serves as ballast for the transporting vessel and as 
a general proposition, when it is pumped off, salt water ballast is taken aboard 
for the return trip. 

The Bureau of Customs of this Department has ruled, in effect, that water so 
carried is cargo within the meaning of the law, notwithstanding the fact that it 
may also serve as ballast. The spaces in which such water has been carried have, 
accordingly, been disallowed for exemption from gross tonnage. The result is 
that tonnages have been or will be so increased as to cause such vessels probably 
to become subject to the requirements of certain laws administered by the United 
States Coast Guard, including those relating to inspection, the three-watch sys- 
tem, and licensed officer personnel, the applicability of which may vary from 
case to case depending upon the exact tonnage found and the use of the vessel. 

If S. 3499 is enacted, the spaces on such vessels which are adapted for water 
ballast could be exempted even though fresh water is carried to the rigs in such 
spaces. The vessels would presumably then be relieved from the necessity for 
complying with some of or all the above-mentioned Coast Guard requirements. 
Since the gross and net tonnage of vessels as calculated by officers of this De- 
partment are used by Federal, State, and local governments, as well as by 
private individuals, in a variety of ways as a basis for various fees, charges, 
taxes, and assessments, the vessels affected may also realize certain secondary 
benefits from the amendment. 

The bill, if enacted, therefore, would afford special benefits to a comparatively 
small group of vessel operators and others concerned with vessels engaged in 
carrying supplies and equipment to off-shore drilling rigs in the Gulf of Mexico. 
It is possible that an even smaller group on the Pacific coast of the United States 
in similar pursuits may be affected. Whether such benefits should be granted is 
a matter of legislative policy but no reasons for interposing any objection to 
enactment are perceived in view of the limited application of the bill and the 
fact that the amendment seeks only to preserve present operating conditions. 

If the bill is given favorable consideration, no difficulties or additional expenses 
would be anticipated in administering the enactment. 


UNITED STATES DEPARTMENT OF JUSTICE, 
OFFICE OF THE DEPUTY ATTORNEY GENERAL, 
Washington, D. C., March 28, 1958. 


Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 
DesarR SENATOR: This is in response to your request for the views of the 
Department of Justice concerning the bill (S. 3499) to amend the vessel ad- 
measurement laws relating to water-ballast spaces. 
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The bill has been examined, but since the subject matter thereof is not 
related to any of the activities of the Department of Justice, we would prefer 
not to offer any comment concerning it. 


Sincerely yours, 
LAWRENCE FE. WALSH, 


Deputy Attorney General. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 1, 1958. 
B-118533 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CHAIRMAN: Further reference is made to your letter of March 18, 
1958, acknowledged on March 20, requesting the comment of the General Ac- 
counting Office concerning S. 3499, 85th Congress, 2d session, entitled “A bill 
to amend the vessel admeasurement laws relating to water-ballast spaces.” 

We have no special information or knowledge as to the need for or desirability 
of the proposed legislation, and, therefore, we make no recommendation with 
respect to its enactment. 

Sincerely yours, 
FRANK H. WEITZEL, 
Assistant Comptroller General of the United States. 


(Whereupon, at 3: 15 p. m., the committee adjourned. ) 
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WEDNESDAY, FEBRUARY 26, 1958 


Unitrep States SENATE, 
CoMMITTEE ON INTERSTATE AND ForeIGN CoMMERCE, 
Washington, D. C. 

The committee met, pursuant to notice, at 10:23 a. m., in room 
G-16, United States Capitol, Hon. Warren G. Magnuson (chairman 
of the committee), presiding. 

The Cuarrman. The committee will come to order. We have be- 
fore us at this time S. 3106. 

(S. 3106 follows :) 


[S. 3106, 85th Cong., 2d sess.] 


A BILL To amend section 716 of the Merchant Marine Act, 1936, as amended (Public Law 
848, Eighty-fourth Congress), to provide indemnity protection in respect of the nuclear- 
powered merchant ship 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 716 of the Merchant 
Marine Act, 1936, as amended (Public Law 848, Eighty-fourth Congress), is 
amended (1) by inserting the designation “(a)” after the term “Sec. 716”, and 
(2) by adding at the end thereof the following new subsection: 

“(b) Subject to the provisions of this subsection, but without regard to any 
other provisions of law relating to the making, performance, amendment, or 
modification of contracts, the Secretary of Commerce may, under such terms 
and conditions as he deems necessary or appropriate, in or in conjunction with 
any contract with the United States for the design, construction, maintenance, re- 
pair, use, or operation of the nuclear-powered ship authorized by subsection (a) to 
be constructed, provide that the United States will indemnify and hold harmless 
the contractor or agent and any subcontractor thereof, to the extent arising out 
of the performance of such contract, agency or subcontract and not compensated 
by insurance or otherwise, against liability on account of claims (ineluding 
reasonable expenses of litigation or settlement of such claim) by third per- 
sons, including employees of the contractor, for death, bodily injury, sickness 
or disease, or loss of or damage to property, arising out of or resulting from 
radioactive, toxic, explosive, or other hazardous properties of source, special 
nuclear, or byproduct material, as defined in the Atomic Energy Act of 1954, 
as amended. In such provisions for indemnification, the Secretary of Com- 
merce may require the contractor, agent; or subcontractor thereof, to provide 
and maintain insurance for liability arising from performance of the contract, 
agency, or subcontract to the extent such insurance is available from the private 
insurance market at reasonable terms and rates. Provisions for such idemni- 
fication under this section shall also contain such provisions as the Secretary 
deems appropriate, for notice to the United States of suits or actions filed or 
claims made against the contractor or agent with respect to any alleged liability 
for such death, bodily injury, sickness or disease, or loss or damage to third 
persons, and for control of or assistance in the defense of any such suit, action, 
or claims by the United States at the election of the United States. No payment 
shall be made on behalf of the United States under authority of this subsec- 
tion unless the amount thereof shall first have been certified to be “ust and 
reasonable by the Secretary or by an official of the Department designated for 
such purpose by the Secretary. Any such payment may be made with the 
approval of the Secretary (or his designee for that purpose) out of any funds 
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obligated for the performance of such contract or out of funds available for the 
design, construction, maintenance, repair, use, or operation of the ship and 
not otherwise obligated, or out of any funds appropriated by the Congress for 
the making of such payments. There are hereby authorized to be appropriated 
such sums as may be necessary to carry out the provisions of this subsection.” 

Senator Magnuson. We have asked representatives of the Depart- 
ment of Commerce and the Atomic Energy Commission to come be- 
fore us today, to discuss S. 3106, introduced at the request of the Com- 
merce Department. This bill would provide indemnity protection in 
respect of the nuclear ship Savannah, the nuclear-powered ship au- 
thorized under Public Law 848, 84th Congress. 

The question of indemnifying those engaged in constructing and 
operating this prototype vessel, as well as third parties who conceiv- 
ably doula suffer from a nuclear incident arising from the vessel, is a 
most serious and urgent one, and poses new problems for which there 
are no precedents. 

The Atomic Energy Commission already has authority to in- 
demnify victims of nuclear incidents occurring within this country, 
under Public Law 256, 85th Congress. The question now before us 
is whether there is need for separate legislative authority for the 

Yommerce Department, with respect to the vessel involved, or whether 
it is possible and desirable to so amend Public Law 256 as to cover 
contingencies that may arise in connection with the construction and 
operation of the vessel, here in this country, on the high seas, and in 
foreign ports. 

The Cuarrman. Secretary Rothschild, we will be happy to hear 
you now. 


STATEMENT OF HON. LOUIS S. ROTHSCHILD, UNDER SECRETARY 
FOR TRANSPORTATION, DEPARTMENT OF COMMERCE; ACCOM- 
PANIED BY CLARENCE G. MORSE, CHAIRMAN, FEDERAL MARI- 
TIME BOARD 


Mr. Roruscuitp. Mr. Chairman, I have a short statement but will 
not read it. 

The Cuatrman. We will put that in the record in full, as well as 
the statement of Mr. Clarence G. Morse. 

(The statements follow :) 


STATEMENT oF Hon. Louis S. RorHscHILp, UNDER SECRETARY OF COMMECRE FOR 
TRANSPORTATION 


Gentlemen, the first nuclear-powered merchant ship, named the nuclear ship 
Savannah by the President, is being built under section 716 of the Merchant 
Marine Act, 1936, approved July 30, 1956. Appropriations were made for the 
project—$18 million to the Maritime Administration and $21 million to the 
Atomie Energy Commission. 

A contract was awarded by the Maritime Administration to George G. Sharp, 
Ine., on April 4, 1957, to design and prepare specifications for the ship. These 
specifications were completed in their initial form on October 18, 1957, and will 
be refined in final form by the end of March 1958. 

Preliminary design and development of the reactor were started by Babcock 
& Wilcox in October 1956. Negotiations were completed and the Atomic Energy 
Commission awarded a contract to Babcock & Wilcox on April 8, 1957, to de- 
sign, develop, and fabricate an advanced pressurized water nuclear propulsion 
system for a fixed price of $9,872,000 . 

Babcock & Wilson is rapidly completing the design and specifications for the 
powerplant and has ordered all long lead items of equipment. A large por- 
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tion of this design has been submitted to the Coast Guard and the American 
Bureau of Shipping and has been approved. 

On November 16, 1957, the Maritime Administration and the Atomic Energy 
Commission entered into a contract with New York Shipbuilding Corp., for a 
total amount of $20,908,774, to construct and outfit the nuclear ship and install 
the nuclear powerplant. 

The nuclear ship Savannah, a combination passenger-cargo ship, will be of all 
welded construction, 587 feet long, with a beam of 78 feet, a service speed of 20 
knots, and a passenger capacity of 60 persons. 

The operation of the entire powerplant of the ship, both nuclear and conven- 
tional components, will be remotely controlled from a single console located 
within an airconditioned control room adjoining the machinery space. Provisions 
have been made in the design of the ship to permit tours allowing visitors to 
view the ship’s machinery in operation. 

It is expected that the keel for this ship will be laid in the spring of 1958, and 
that the ship will be completed to the point of being ready for fuel loading in 
January 1960, and in operation during 1960. 

The nuclear ship Savannah is designed so that the possibility of the ship’s nu- 
clear system suffering a major incident is very remote. The vessel at first will 
be operated under agency or charter arrangements, with United States Govern- 
ment ownership, so that the utmost in precautionary procedures can and will 
be required. The major safety precaution against accident is provided by a 
large containment vessel. The reactor and coolant system, steam generators, 
reactor auxiliaries, and piping are enclosed within the sealed containment 
vessel. Designed to withstand the greatest accident that could occur to the 
reactor, it provides resistance to internal and external damage or by penetra- 
tion by another ship in the event of collision. 

An amendment to the Atomic Energy Act of 1954, Public Law 85-256, pro- 
vides for indemnification of owners, contractors, and operators of nuclear-energy 
facilities. It established procedures which are applicable to power and research 
reactors within the United States, but does not cover operations of nuclear ships 
in international waters and in foreign ports. 

The problem of hull insurance and shipbuilding insurance has presented diffi- 
culties for marine underwriters, shipbuilding contractors, and operators, particu- 
larly in the area of third-party liability. It was anticipated that the earlier 
nuclear ships would require assistance from the Government in this field. The 
bill, S. 3106, was drafted and submitted to the Congress to meet these problems 
for the nuclear ship Savannah. For accidents occuring within the United States 
it may be practicable to apply Public Law 256, but for accidents arising in situa- 
tions involving international transport and foreign activities, it appears that 
the provisions of S. 3106 would be required. 

The schedule for the nuclear ship Savannah does not anticipate. operation 
until January 1960, but it is very important that there be no delay at that point. 
The necessary authority should be available well in advance of operation in 
order to work out indemnification agreements so that the agency and charter- 
ing agreements and operation of the vessel are not delayed. We do not believe 
that preparation for this operation should be subject to any unncessary delay 
that can be avoided by meeting the problems involved in the use of nuclear re- 
actors at an earlier date. 

It may well be that when the indemnification and insurance problems in con- 
nection with operation of the nuclear ship Savannah are solved the insurance 
industry will be ready to provide the necessary insurance, so that the normal 
admiralty and insurance law will operate effectively by the time privately owned 
nuclear-powered vessels are in operation. 

The Maritime Administrator, Mr. Morse, is present and will present in more 
detail on the pending bill in relation to the indemnification problem. 


STATEMENT OF CLARENCE G. MORSE, MARITIME ADMINISTRATOR, ON BEHALF OF THE 
DEPARTMENT OF COMMERCE AND THE MARITIME ADMINISTRATION 


Gentlemen, the bill, S. 3106, is designed to cover public liability problems in 
the case of the design, construction, use, and operation of the nuclear ship 
Savannah which is being constructed under authority of section 716 of the Mer- 
chant Marine Act, 1936, and which will undergo trial and testing under authority 
of section 715 of the 1936 act. During this period, at least, it will be used and 
operated by or for the Government under agency or charter arrangements. 
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The bill, S. 3106, is basically patterned on Public Law 557, 82d Congress, 
section 5, approved July 16, 1952 (66 Stat. 725), which provides for indemnifica- 
tion by the United States of contractors with the defense departments against 
liability to third parties arising out of the performance of research and develop- 
ment contracts for the defense departments. 

The bill incorporated certain changes suggested by the Defense Department 
and the Budget Bureau and was approved by the Budget Bureau for submission 
to the Congress at the opening of the current session. The bill was submitted 
after thorough consideration and discussion with the Commerce Department, 
the defense departments, and other agencies, and with consideration of the 
legislation being developed in Congress and enacted as the indemnification 
amendments to the Atomic Energy Act of 1954, September 2, 1957 (Public Law 
85-256). Weare advised that Public Law 557 has operated effectively. 

There are certain differences between the Atomic Energy Act provisions and 
S. 3106 which arise out of the fact that S. 3106 is a proposal to meet the problem 
of indemnification against the contractor’s public liability in respect of a moving 
facility which will operate both in waters of the United States and in international 
and foreign waters. These involve rather important considerations for attention 
by the committee. 

The contract for the construction of the nuclear ship Savannah includes in 
article IX thereof provision that the nuclear reactor in the new ship will not be 
started up and that nuclear material will not be delivered to the shipyard, unless 
prior to such start or delivery, indemnification against, and limitation of, public 
liability claims has been extended under Public Law 85-256. It appears, there- 
fore, that the provisions of 8S. 3106 providing indemnity are unnecessary in 
connection with the design and construction of the new ship, or operation thereof, 
to the extent operation takes place in territorial waters of the United States. 

The matter of indemnification in connection with the operation of the vessel 
on the high seas or in foreign waters presents problems which could not be han- 
dled under Public Law 85-256 without amendment thereof. It involves problems 
arising from the nature of the facility which is designed for movement on 
oceans and into foreign ports, and from the fact that different laws and legal 
responsibilities apply in the case of ships and their owners and operators. It is 
believed that these problems can be handled more effectively on a plan designed 
to meet the problems initially to be encountered in the operation of such a trans- 
portation facility. 

It is believed, therefore, that the provision for limitation of liability in case 
of a nuclear incident provided in Public Law 85-256 should not be made appli- 
eable in S. 3106. It may be practicable to limit liability in case of incidents 
arising within the United States but such limitations are not binding on foreign 
courts in cases occurring on the high seas or in foreign waters. 

There are other matters of consequence which can well be handled differ- 
ently under S. 3106 than under a comprehensive plan such as Public Law 85-256. 
We have not deemed it desirable to cover damage to off-site property of the con- 
tractor or other property than the ship itself. It has not been deemed advisable 
to exclude from the indemnity provision the employees of the contractor who 
would be covered normally under workmen’s compensation insurance in the 
case of domestic activities, but not in the case of the officers and crews of the 
vessel operating on the high seas. No provision for payment of indemnification 
fees is made in S. 3106, inasmuch as there is no basis for a spread of risk and 
averaging of premiums for risks. Provision is made for the use of private insur- 
ance to the extent available at reasonable terms and rates. 

There are certain clarifying or strengthening amendments which may well be 
considered by the committee for incorporation in S. 3106 in the light of Public 
Law 85-256. There is submitted such a set of amendments for consideration 
by the committee. 

To some extent these amendments would avoid possibility of questions as to 
interpretation arising because of differences of phraseology, but not necessarily 
substance, in Public Law 85-256 and the pending bill, if adopted. 

We recommend early enactment of this bill, amended as the committee may 
decide. The selection of an operator for the nuclear ship Savannah must be 
made promptly this year in order that the crew for the ship can be selected and 
receive the requisite training. We must have authority promptly to provide 
the protection necessary to enable the ship to be operated on the high seas 
and in foreign ports. This protection must be arranged well before the ship 
enters upon such voyages. 
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Maritime Administration amendments to S. 3106 for consideration : 

Page 2, line 9, after the word “subcontractor,” insert “or supplier.” 

Page 3, line 4, after the word “agent,” insert “or subcontractor of supplier.” 

Page 2, line 10, after the word “performance,” insert “or resulting from.” 

Page 2, line 15, after the word “property,” insert ‘‘or for loss of use of prop- 
erty.” 

Nore.—These are clarifying amendments which can be made to 8. 3106 in the 
light of Public Law 85-256 (the indemnity amendments for contractors and 
licensees under the Atomic Energy Act of 1954). 

Mr. Roruscuiyp. The issue is a simple one. Public Law 256, which 
is the indemnification act that applies to the atomic energy installa- 
tions, applies only in the United States. 

Senator Bricker. But it would apply to this ship in the United 
States or in United States ports? 

Mr. Roruscuitp. That is correct. But of course this ship will op- 
erate worldwide and we would not have the opportunity to cxdeamadty 
under that act. So we think that this legislation is needed. We feel 
quite strongly it is needed because we have run into quite a number of 
problems with owners and contractors and insurors and operators. 

Senator Bricker. This insurance that you are asking for would only 
cover the operation of the ship there, outside of the territorial limits of 
the United States. 

Mr. Roruscuitp. That is correct. 

Senator Bricker. And of course you won’t be in need of that until 
the ship is afloat ? 

Mr. Roruscuitp. No, but we need to have all the provisions avail- 
able because otherwise we may not be able to get the ship out on 
schedule. 

Senator Bricker. When is it scheduled to be put into operation / 

Mr. Roruscuitp. We expect to have it ready for fuel loading in 
January 1960 and have it in operation later that same year. That 
is not very far away. 

The Cuairman. Approximately 21% years. 

Mr. Rornuscuinp. Yes, sir. As a matter of fact, we expect to lay 
the keel in May, this year. 

The Cuarrman. There was some discussion, Mr. Secretary, regard- 
ing the subcontractors in the construction of the ship, that possibily 
they might not want to proceed unless some indemnifying legislation 
was passed. Is that correct? 

Mr. Roruscuitp. Mr. Morse is more familiar with that than I am. 

The CuHatrman. Is that correct? Is that one of the reasons? 

Mr. Morse. That is one of the reasons. The major problem, as 
we see it, is twofold. One, we have to now start negotiating with 
foreign governments to set up the proper agreements so that the ship 
will be admitted in foreign ports, and we have to know where we are 
headed on this thing. The other is that we have to get a company 
to operate on a general agency basis. And they have to know where 
they are headed as far as legal liability is concerned. 

Senator Bricker. Any liability of the contractors in building the 
ship in this country would be protected under the Atomic Energy 
Act. 

Mr. Morse. That is correct, sir. 

We want to sign up with a steamship company. They will have to 
start training a crew. But they don’t want to sign up unless they 











86 MERCHANT MARINE LEGISLATION 


know that they are going to have indemnification in areas outside of 
the territorial jurisdiction of the United States. 

Senator Bricker. It will take how long for training? A year? 

Mr. Morse. Yes, sir. But the main problem at this stage of the 
juncture is negotiating with the foreign governments. 

Senator Porrer. What kind of negotiations? 

Mr. Morse. It will have to be on a 

Senator Porrer. What do you negotiate ? 

Mr. Morse. The terms and arrangements under which this vessel 
will be admitted in foreign ports. 

The CHarrman. It is an atomic vessel. 

Mr. Morse. We have to satisfy them not only as to its safety but 
also the responsibility of the operator in the event there is an accident. 

Senator Porrer. Are you negotiating at the present time? 

Mr. Morse. We are just beginning to move along that road; yes, 
sir. This isa long-range problem. 

Senator Bricker. That indemnification would go only to damage 
done by radiation or by any failure of the atomic propulsion unit? 

Mr. Morse. That is correct. 

Mr. Roruscuitp. The normal hazards of sea are covered by normal 
insurance. 

Senator Bricker. That is what I thought. This is only a supple- 
mental thing covering only the atomic energy features of the ship. 

Mr. Morse. That is right, and then only to the effect that private 
insurance is unavailable. 

The Cuarrman. And only to this one ship ? 

Mr. Morse. That is correct. 

Senator Porrer. I assume if the day ever comes when we will have 
atomic airplanes, we will have to do the same thing. 

The Cuarrman. This poses some other problems. The American 
Merchant Marine Institute just sent up a letter, and we are all familiar 
with the institute and whom it represents. They suggest: 

The present bill would amend section 716 of the Merchant Marine Act, 1936, 
as amended, to provide indemnity protection in respect to the Government-owned 
nuclear-powered ship NS. Savannah, the construction of which will be started 
this spring. 

This institute urges that the indemnity protection provisions of S. 3106 be 


broadened to cover the construction, repair, use, and operation of nuclear- 
powered ships by private interests. 


Senator Bricker. That can be done now by strict licensing by the 
Federal Government. The Federal Government doesn’t dispose of 
any of its material, it simply leases it. I am inclined to think this 
would cover it. 

The CuarrMan. Let’s read further and see what they have to say: 


Since the bill as introduced is applicable only to the Savannah, it is our be- 
lief that in order not to be an obstacle with respect to other similarly propelled 
vessel construction and operation by private interests, and to avoid the neces- 
sity for returning to Congress in the future for similar authorization, the pro- 
posed language should be amended, The same limitation in the private insur- 
ance market which makes it necessary for S. 3106 to be enacted would in all 
probability be equally applicable to construction and operation by commercial 
enterprises. 


Specifically they suggest the addition of the following new lan- 
guage after the word “construction” in line 7, page 2, of the bill: “or 
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of any ‘American vessel’ as that term is defined in Section 1201 of 
Title 12 of this Act,”. 

Mr. Morsg. That is the problem that will be confronting us in the 
near future. We have several big oil companies that are proposing 
to build a tanker with nuclear reactors. 

The Cuatrman. I would think that although this will probably 
have to be done, I would think that this problem could wait until we 
got further on. 

Senator Bricker. Let’s get some experience out of this Government 
ship first. 

Mr. Roruscuitp. We thought perhaps if we had the indemnifica- 
tion arranged for the first ship, that the commercial insurance com- 
panies would then come in and pick up that part of the bill for fu- 
ture ships. Of course that would be highly desirable. 

Mr. Morse. Our main problem is international negotiations, getting 
« contractor to operate outside the territorial waters. 

Senator Bricker. Maybe 10 years from now these things will be 
used generally, and the experience will be such as to justify private 
insurance covering and allowing the Government to get out of the 
insurance business. That is what I hope will happen. 

Mr. Roruscuip. I presume something of a similiar nature hap- 
pened in the early days of steam. 

Senator Bricker. It may be, except then the Government wasn’t 
In it. 

Mr. Morse. There is one difference between this bill and the Price- 
Anderson bill. This one you notice is unlimited as to amount. This 
is patterned on the Public Law 557 of the 82d Congress, which is the 
Defense Act. It requires different treatment in international activ- 
ities because our laws do not bind the other countries as to the ceil- 
ing on liability. 

Senator Bricker. That is just to back up this one ship. 

Mr. Morse. That is correct. 

The Cuairman. I also have a letter and we should discuss this. 

This is from Senator Anderson, who unfortunately would have been 
here today but he is home with a cold. He said: 
I would like as soon as possible to discuss informally with you various bills 
concerning nuclear-powered merchant ships. I believe that there are two gen- 
eral types of such bills: (1) bills authorizing reactors for ships, or authorizing 
nuclear-powered ships; and (2) ancillary legislation, such as 8. 3106, intro- 
duced by you and Senator Bricker to provide indemnity protection in respect 
to the nuclear-powered merchant ship previously authorized by Public Law 848, 
84th Congress. 

With respect to the first type of bills, it has been the opinion of this com- 
mittee— 
speaking for the Joint Committee on Atomic Energy— 


that the first reactor for each type of ship should be authorized by this com- 
mittee because of its special knowledge and experience in the field, and that 
thereafter the committee concerned with construction of the ship would have 
primary jurisdiction. 

That was done in this case ? 

Mr. Morss. Yes, sir. 

The CHatrMAN (reading) : 


“For example, our committee authorizes reactors for the prototype of each 
nuclear-powered submarine, but for repeat orders of the same class of ship, 
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the matter is referred to the Armed Services Committee. I believe that we 
could work together with the same type of procedure for nuclear-powered 
merchant ships. 

I cooperated with you in obtaining the passage of Public Law 848, 84th 
Congress, the first nuclear-powered merchant ship, in order to expedite mat- 
ters, but as I indicated at that time, I believe that the first ship of each class 
should be considered by the Joint Committee. 

Both Senator Pastor and Senator Bricker are members of that 
committee and this committee. 

Similarly, Congressman Bonner introduced a bill, H. R. 10346, to 
provide for a nuclear powered icebreaker and I believe that our 
committee should consider this bill if it is reported favorably by 
Congressman Bonner’s committee. 

With respect to the second type of bills, and in particular S. 3106, I frankly 
believe that this bill should be considered by the Joint Committee and should 
be an amendment to the Atomic Energy Act rather than the Merchant Marine 
Act. For 2 years the Joint Committee held voluminous hearings on the prob- 
lems of indemnity protection in the operation of nuclear reactors, and the 
committee has obtained a wealth of background and knowledge in this field. 
The law was passed in the last session, and the AEC has promulgated regula- 
tions and held further consultations with industry and insurance represen- 
tatives in order to carry out the provisions of the law. 

I believe that the AEC is much better suited to administer the law than 
is the Department of Commerce by reason of expertise and experience in this 
field. The hazard is strictly a nuclear or atomic hazard, and under section 
202 of the Atomic Energy Act of 1954, is one in which the Joint Committee 
should have primary jurisdiction. 

In addition, it would be a simple matter to amend the Atomic Energy Act 
to provide the necessary indemnity protection for the merchant ship, since that 
act has already been amended to provide indemnity for land-based reactors 
from nuclear hazards. 

Mr. Roruscuitp. Mr. Chairman, there are representatives of the 
AEC here this morning who might shed some light on that. 

Senator Pasrore. Do you mean you disagree with this point of 
view ¢ 

Mr. Roruscuitp. We have no opinion, Senator Pastore, as to which 
committee should have 

Senator Pasrorr. I don’t want to have you enter a eS . 
struggle and I don’t think it is that at all. We have discussed this 
matter here several times. It is my considered opinion that if you care 
to expedite this, the better way of doing it would be to amend the 
indemnification law that was passed at the suggestion of the Joint 
Committee, permitting this ship to be enveloped within the purview of 
that law. I think that is the better way of doing it. 

I know that argument is made that it took us 2 years to pass that 
indemnification law, precisely for the reason that the Congress had to 
be educated and the people at large had to be educated as to its 
necessity. That is a hurdle we have already surmounted. 

I am afraid if you start this you will go through the same trial 
period of education of 2 years again. You can obviate all that by 
merely including this as another incident under the indemnification 
law because this has all to do with the reactor. 

The problem here is that this is a brandnew machine that is raising 
brandnew problems, all of which we have already discussed with regard 
to land-based reactors, and if we included it in this by way of enlarging 
the existing law to cover this situation, I think you could do that very, 
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very quickly. That is my considered opinion. I don’t know how the 
Atomic Energy Commission feels. 

The Cuarrman. Let’s get the Atomic Energy Commission up, also. 
As I understand it, Mr. Secretary and Mr. Morse, your positions on this 
matter are that this is something that should be arpeaiiedl 

Mr. Roruscuip. Right. 

The Cuamman. And you are not particularly concerned, and this 
committee is not either, as to how it is done. Our problem is whether 
or not it would be done quicker if we did it this way or whether we send 
it on to the Atomic Energy Joint Committee and ask for an amendment 
to the indemnification provisions that now exist in that act. 

Senator Pastore. ‘That is right. 

Senator Bricker. Could we not approve this in this committee and 
report it back to the floor and ask that it be submitted to the Joint 
Committee as a bill, or they could then make it if the Joint Committee 
wishes to, as a joint amendment to the indemnity act ? 

The Cuatrrman. Showing that we approved of the bill and hope 
that your committee moves on it. 

Senator Bricker. That is right. 

Senator Pastore. I don’t think it will take more than a week. 

Senator Bricker. I don’t either. 

The Cuarrman. What does the Atomic Energy Commission have 
to say ¢ 

Mr. Roruscuitp. We are definitely interested in expedition. 

Senator Bricker. That will be quicker. We have to educate mem- 
bers, and the Atomic Energy Commission would want to know what 
happened. 

The Cuatrman. What does the Atomic Energy Committee have to 
say about that ? 


STATEMENT OF LOUIS H. RODDIS, JR., DEPUTY DIRECTOR, DIVI- 
SION OF REACTOR DEVELOPMENT, UNITED STATES ATOMIC 
ENERGY COMMISSION; ACCOMPANIED BY CHARLES EASON, 
LEGAL DIVISION; AND RICHARD GODWIN, CHIEF, MARITIME 
REACTORS BRANCH 


Mr. Roppis. I am Louis H. Roddis, Jr., Deputy Director of the Re- 
actor Development Division. 

I have a prepared statement which I can read, or I can file it for the 
record and answer your specific questions first. 

. ao CHarrMAN. Is the statement on the bill itself, the merits of the 
ill ? 

Mr. Roppis. The statement is on the problem, sir. 

The Cuarrman. All right. You can highlight that. 

Mr. Roppis. It is a very brief statement. 

The CuarrmMan. You may read it. 

For the Atomic Energy Commission, I will say that they were un- 
prepared for this matter, but realizing the necessity of getting this 
going, we thought we would have this informal hearing and find out 
where we stood. 

Mr. Roppis. I believe I should state, first, that we certainly all agree 
on the need for doing something soon to handle the Savannah problem. 
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It is a pleasure to be here this morning and to be accorded this 
opportunity. 

As you know, conventional marine insurance covers the shipowner’s 
risk which, to encourage the merchant marine, has a statutory limita- 
tion of liability. This limitation is for the value of the ship, plus 
pending freight earnings, plus $60 per gross ton of the ship where 
death or bodily injury are involved. 

This is far less than established for nuclear incidents by the Price- 
Anderson indemnity legislation enacted last year—Public Law 
85-256—under which the Government will agree, at least for a limited 
period of time, to indemnify those who may be liable for damages 
arising out of a nuclear incident, above financial protection otherwise 
available, up to $500 million. 

The Cuarrman. I don’t like to interupt there, but I ask this ques- 
tion for information. Yousay “a limited period of time.” What does 
that mean ? 

Senator Pasrore. Under existing law? We have none. 

Mr. Roppts. There is no time limitation in the legislation. 

The CHatrman. I thought you said 10 years. 

Senator Bricker. The Atomic Energy Committee might be in- 
terested in whether there should be an unlimited backup. We didn’t 
give an unlimited backup in the reactors, in the power reactors. That 
is the only place where this would differ with the indemnity bill which 
we did pass in regard to the reactor problem. 

The Cuatrman. In this bill there is no time limitation. 

Senator Bricker. There isn’t in the other. But there is a backup 
limitation of $500 million. 

Mr. Roppts. Do you want tocomment on this? 

This is Mr. Eason, general counsel. 

Mr. Eason. I am Charles Eason, and I am with the Office of the 
General Counsel of the Commission. 

With respect to your question, we have authority to enter into 
indemnity agreements for a period of approximately 10 years from 
August 1954 through August 1, 1967. But the agreement itself is un- 
limited. The time period in which we can enter into it is limited. 

Senator Bricker. That is so we can take a second look at it. 

Mr. Roppis. Yes, sir. 

Mr. Eason. Yes, sir. 

Mr. Roppis. The amount of marine insurance to be available from 
private sources, and coverage, are now under study by the Maritime 
Reactors Branch of ¢he Commission and the American Institute of 
Marine Underwriters. Other studies are underway with respect to 
the third-party liabilities problem on the high seas and in foreign 
waters. These studies are continuing and will require considerable 
further research before any decision can be reached as to how best 
to protect the public and, at the same time, encourage the development 
of atomic-powered vessels. 

The proposed legislation is sufficiently broad to permit private in- 
surance and to permit it to the extent available and, in addition, it 
provides an umbrella coverage beyond the resources of private marine 
capacity by affording unlimited indemnification for severe and unusual 
incidents. 

The Commission believes that at the present time adequate authority 
is available under Price-Anderson legislation to provide indemnity 
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to third parties in the design, development, construction, and terri- 
torial test operation of the nuclear ship Savannah. There is not, how- 
ever, adequate statutory authority to cover the nuclear ship Savannah 
in the event of a nuclear incident outside the territorial limits of the 
United States. 

Senator Pasrorr. Before we go any further, does the Maritime 
Commission disagree ? 

Mr. Morse. No, sir. 

Mr. Roppis. There is complete agreement on that point. 

There appears to be two possible avenues by which indemnity au- 
thority can be afforded in the foreign operation of the nuclear shi 
Savannah. Namely, the proposed legislation, S. 3106, a bill to amen 
section 716 of the Merchant Marine Act of 1936, in which the indemnity 
question associated with the nuclear ship Savannah would be handled 
as an interim measure by providing to the Secretary of Commerce au- 
thority to provide indemnity against third-party claims arising out of 
nuclear incidents; or, as a second alternative, to amend the Price- 
Anderson legislation to give that law extraterritorial effect exclusively 
for the nuclear ship Savannah since that legislation does not now 
indemnify licensees or contractors for nuclear incidents occurring out- 
side the limits of the United States. 

The Cuamman. What would you say there as to the suggestion of 
the Merchant Marine Institute that this be amended to include Ameri- 
can vessels rather than just the Savannah? 

Mr. Roppis. That is my next paragraph, sir. Basically, we believe 
that this should be treated as interim legislation because the problem of 
doing this for privately owned vessels and for future Government 
owned vessels really needs some further study. 

Senator Bricker. Would you have any objection to the suggestion 
I made a moment ago that we pass upon this—if we so desire— 
affirmatively, and recommend that it be sent to the Atomic Energy 
Joint Committee for its consideration and approval? I think you 
will save time doing it in the first place, os in the second place I 
think you will not have the question of jurisdiction raised on the 
floor sometime. 

Mr. Roppis. Of course, sir, I can’t comment in this jurisdictional 
problem in the Congress. It would seem to me that anything that 
can do this expeditiously would be to all our advantage. 

Senator Bricker. I think that would be the most expeditious way. 

Senator Pastore. Let’s get to the point of jurisdiction. Don’t you 
feel that this responsibility can be carried out better by the AEC than 
it can be by the Maritime Commission if it has to do with third-party 
liability as to consequences or incidents of an atomic reactor on a ship? 

Mr. Roppis. You are speaking of the general problem, Senator Pas- 
tore? Orthe nuclear ship Savannah? 

Senator Pastore. I am speaking of the nuclear ship Savannah. 

Mr. Roppis. In the case of the nuclear ship Savannah, I don’t have 
any personal feelings on it and I have been unable to get a position 
from the Commission in the short length of time which we have had. 
This is why I requested an extension. 

Senator Pastorr. What is the difference between insuring third- 
party liability with reference to reactors being built on land and 
against a reactor that happens to be on the ship Savannah that goes 








92 MERCHANT MARINE LEGISLATION 


into a port or harbor, say at Lisbon? What is the difference? It is 
still on American property. It still has to do with an incident that 
arises out of the reactor. Damaging other people is a third-party 
responsibility. What is the difference? Isn’t it all in the same field? 

Mr Roppts. It is certainly all in the same field. 

Senator Pastore. It is all the same responsibility. Here you have 
a reactor moving with American property as against another reactor 
that stands still on American soil. What is the difference? 

Mr. Roppis. The difference is that there is a whole body of admiralty 
laws built up around the operation of ships. 

Senator Pastore. I am talking about the reactors now. We are 
talking about a reactor blowing up, which of course nobody expects 
will ever happen. 

The Cuarrman. The difference is, and I am sure you know this, 
that with something blowing up on a ship, the degree and the criteria 
of liability are entirely different than something blowing up ashore. 

Mr Morse. May I comment? 

Senator Bricker. It is under the jurisdiction of the Maritime, also. 

Mr. Morse. Maritime doesn’t get into the question of legal liability, 
on ship collisions or anything else. On the first ship I think it would 
be perfectly normal for the AEC to handle the question of legal 
liability. On a long-range program I think it is similar to the 
actlon—— 

Senator Pastore. I am being slightly misunderstood here and I 
ought to clear up my position. 

The reason he we passed the indemnification law was that you 
could not interest anyone in this experimental or developmental stage 
unless they had some kind of assurance that they could cover this 
reeponiibility of third-party liability. You are meeting the same 
problem here. The government of a country might refuse this ship 
permission to come in unless you had this coverage. 

Mr. Morse. That is the problem. 

Mr. Roppts. That is correct, sir. 

Senator Pastore. For the same reason that a locality will refuse to 
have one of these reactors built in a locality of the United States unless 
it was given this assurance. Certainly if I were the Governor of the 
State of Rhode Island I wouldn’t let you build a reactor in my State 
unless I had assurance that if anything happened there was coverage. 
By the same token I wouldn’t expect a government to allow this ship 
to come into a foreign port unless there was coverage. 

The problem that will give the spur here is the same as to a land- 
based reactor and a reactor that is ona ship. I realize there is a dis- 
tinction between liability and extent of liability as between Maritime 
and other matters in the course of law. But I am speaking now about 
giving the spur, giving incentive to this. I am afraid we are not 
going too far with showing this ship off in foreign ports unless we give 
some assurance of third-party responsibility. That is the problem. 
That is the reason the Government moved into this matter of indemni- 
fication, otherwise we would never carry out the program. I think 
the Government has to get into it now. I think the best way to do it 
at the moment is to bring the Atomic Eenrgy Commission in on this 
first ship. As to the future, I don’t know. 

Mr. Morse. I don’t think you and I have any differences here. 
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Senator Pasrorr. I am merely stating the case. I have a very 
enthusiastic way of speaking about it. 

Mr. Ropprs. Shall I finish my statement? I have two short para- 
graphs. 

The CratmrMan. Yes. 

Mr. Roppis. At this point, I would like to — asize that the Com- 
mission would consider the proposed legislation, S. 3106, or an amend- 
ment to the Price-Anderson legislation as an interim means of meeting 
the immediate indemnity problem of the nuclear ship Savannah on the 
high seas and in foreign waters. I emphasize this because it is too 
early to prescribe and recommend a solution for the long-range ap- 
proach to the foreign third-party liability problem, which I should 
say parenthetically is not limited to ships. We have similar problems 
in other reactors of United States manufacture. 

While we are not immediately concerned with the indemnity prob- 
lem with respect to the construction of the nuclear ship Sav annah, we 
are nevertheless acutely aware of the need for legislation to facilitate 
planning for the foreign operation of the world’s first commercial 
nuclear vessel. 

To accomplish this objective, legislation is needed to clarify the 
position of the United States with respect to the indemnity to be 
afforded to the nuclear ship Savannah in foreign waters prior to the 
existence of international understanding on the long-range implica- 
tion of nuclear ships in foreign and domestic commerce. 

That concludes my prepared statement. 

Senator Bricker. I think we have to approach this from an interim 
problem basis and not try at this time to put into effect permanent 
legislation covering private ships. I think that isthe problem. Maybe 
the experience out of this one will be the best guide that we can have 
when that issue comes up. 

Mr. Roppts. Certainly the experience in establishing the framework. 

Senator Porrer. Do we have any reactors now on exhibit in other 
countries? What do we do about foreign indemnity provisions there ? 

Mr. Roppis. There are United States manufactured reactors in 
foreign countries in operation today. Only one of these was United 
States Government owned. The rest of them are all private ventures. 
The Geneva reactor. 

Senator Porrer. What do we do about indemnity there? 

Mr. Roppis. The idemnity situation on the Geneva reactor—first 
I should say that the hazard from these research reactors is a great 
deal less and the total dollar limitation is in order of magnitude less 
than you are talking about in any power reactor. The case of the 
Geneva reactor was handled 

Mr. Eason. I am not sure. We can check that for the record. 

Senator Pastore. The question is very easy to answer. All these 
reactors in these foreign countries are there by bilateral agreements 
executed between their governments and ours and we don’t have that 
problem. That is how simple that is. 

Mr. Roppis. The only two power reactors that are in this situation 
now are in Belgium and Italy, where the foreign government has 
assumed the risk. In one case it is a foreign company and in another 
the foreign government that has assumed the risk. 

Senator Bricker. We didn’t do that at Geneva. 
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Mr. Roppts. They didn’t. 

Senator Bricker. There was Government responsibility without 
any indemnification of any kind. 

Mr. Roppis. We assumed that under the broad authority of the act. 

Senator Pastore. The Geneva reactor is the swimming-pool re- 
actor brought there at the time of the international conference, and 
they bought it, and they own it. 

Mr. Roppis. Now it is owned by the Swiss. 

Senator Pastore. We had it there by agreement with the Swiss 
Government at the time of the international convention, but we did 
have an agreement with the foreign government. 

Senator Bricker. We covered all the indemnity. It was just a 
Government operation and the Government was liable for it. 

Mr. Roppts. That’s right. 

Senator Bricker. It would have to be through negotiation. 

Mr. Roppis. That’s right. I believe technically the indemnity was 
covered with our contract with Carbide which provided them un- 
limited indemnity. They were operating. That is the mechanics of 
how it was done, Senator Potter. I would have to investigate to be 
completely certain. 

Senator Bricker. There was no legislation on that? 

Mr. Roppis. There was no legislation. It preceded the Price- 
Anderson legislation. 

The Cuatrman. I think we understand the problem here now. We 
appreciate your coming up here because we were a little bit in the 
dark as to the necessity for this, and the conflict that might exist 
legislatively and otherwise in this matter. Weare glad that you are all 
in agreement that the objectives of this bill should proceed and be 
expedited so that we might get at it. We appreciate very much your 
coming before us. 

Are there any other questions? If not, the departmental reports on 
the bill will be placed in the record at this point. 

(No response. ) 

COMPTROLLER GENERAL OF THE UNITED STATES, 


Washington, February 11, 1958. 
B-135032. 


Hon. WarREN G. Macnuson, Chairman 
Committee on Interstate and Foreign Commerce, United States Senate. 


Dear Mr. CHAIRMAN: Further reference is made to your letter of January 24, 
1958, acknowledged on January 27, requesting the comments of the General 
Accounting Office concerning S. 3106, 85th Congress, 2d session, entitled “A bill 
to amend section 716 of the Merchant Marine Act, 1936, as amended (Public Law 
848, 84th Cong.), to provide indemnity protection in respect to the nuclear- 
powered merchant ship.” 

We have no special information or knowledge as to the need for or desirability 
of the proposed legislation and, therefore, we make no recommendation with 
respect to its enactment. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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THE SECRETARY OF COMMERCE, 
Washington, February 14, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear Mr. CHAIRMAN: This is in reply to your letter of February 6, 1958, asking 
that the Department of Commerce advise you on several points with respect to 
8. 3106, introduced at our request to provide indemnity protection in respect of the 
nuclear-powered merchant ship nuclear ship Savannah. 

Upon the first point, the indemnifying authority introduced in the bill could 
possibly be satisfactorily achieved by an amendment to Public Law 85-256, 
known generally as the Price-Anderson law. However, the latter is legislation 
developed to assist the Atomic Energy Commission in promoting the industrial 
use of atomic energy and is primarily for land-based nuclear-power stations. 
In application of Public Law 85-256, the Atomic Energy Commission has developed 
their administrative procedures in consideration of the public utilities partici- 
pating in the atomic energy demonstration programs. Thus, we believe that the 
Atomic Energy Commission would be in a far better position to indicate the 
problems that agency would have if the question of indemnification protection 
were under their administration. 

As you know, Public Law 85-256 limits indemnification by the Atomic Energy 
Commission to nuclear incidents occurring within the United States, and con- 
sequently it would require modification to provide indemnification for incidents 
on the high seas or abroad. This may be a long-range necessity, but the time 
involved in the preliminary studies of how it can best be done appears to be in 
favor of 8S. 3106 which meets our most immediate needs of planning for the opera- 
tion of the nuclear ship Savannah. 

In reply to your second point, it was not contemplated that the contractor or 
agent would be charged a fee for the indemnification. Our rationale in favor 
of free indemnification is that the contractors or agents would be Government 
contractors or subcontractors and to charge a fee would result in the cost being 
passed back to the Government as a charge against the project. 

Regarding the third point, the source of funds to settle claims, the proposed 
S. 3106 provides that the Secretary of Commerce pay claims found just and 
reasonable out of funds provided for the design, contruction, maintenance, or 
operation of the ship, or out of other funds appropriated by Congress for the 
making of such payments. In regard to the appropriation of funds for payment 
of claims, the proposed 8. 3106 amounts to a moral obligation that Congress would 
appropriate sufficient funds to indemnify third parties for injury occasioned 
by design, construction, maintenance, or operation of the nuclear ship. With 
respect to the authorization of funds for indemnification in S. 3106, it is my 
understanding that Public Law 85-256 did not appropriate funds specifically 
for indemnification but did set a maximum of $500 million per nuclear incident 
which would be requested of Congress in the event such indemnification became 
necessary. 

We trust that this brief reply will answer the questions you have asked. 

Sincerely yours, 
L. S. RorHcHI.p, 
Acting Secretary of Commerce. 


DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 6, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


DEAR SENATOR MAGNUSON: This is in further response to your request for the 
views of this Department on S. 3106, a bill to amend section 716 of the Merchant 
Marine Act, 1936, as amended (Public Law 848, 84th Cong.), to provide indem- 
nity protection in respect of the nuclear-powered merchant ship. 
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Construction of the nuclear-powered merchant ship was authorized by the 
Congress in 1956, but I understand that difficulty is being encountered in ob- 
taining contracts with respect to the proposed vessel. Contractors apparently 
are reluctant to engage in the project because of monetary liability which could 
result from a nuclear incident in connection with the ship. An amendment to 
the Atomic Energy Act of 1954, provides indemnification against public liability 
claims in some instances, but I understand this would not cover nuclear incidents 
occurring outside the United States. While some indemnity and insurance pro- 
tection may be available from private sources, the lack of an actuarial basis 
and other factors appear to limit the protection to less than the amount required. 

S. 3106 would provide that the United States, through the Secretary of Com- 
merce, may indemnify and hold harmless any contractor, or his agent or sub- 
contractor, engaged under contract with the United States for the design, 
construction, maintenance, repair, use, or operation of the nuclear-powered mer- 
chant ship, against claims arising out of the performance of such a contract 
which are not compensated by insurance or otherwise. Indemnification of claims 
would not be limited to those arising from nuclear incidents within the United 
States. 

The proposal would apply to all claims “by third persons, including employees 
of the contractor.” This would include claims by employees of contractors 
engaged in the maintenance and repair of vessels who are covered by the Long- 
shoremen’s and Harbor Workers’ Compensation Act, which is administered by 
this Department. The bill, however, does not purport to affect the liability he- 
tween the employer and employee under the act but merely authorizes indemni- 
fication of the employer in certain cases for payments he may have to make. 

The provisions of 8S. 3106 should remove a serious cause of delay and effectively 
accelerate construction of the proposed vessel. Under these circumstances, we 
favor the enactment of this proposal. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
JAMES T. O’CONNELL, 
Acting Secretary of Labor. 


(Thereupon, at 10:58 a. m., the committee went into executive 
session. ) 
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